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INVESTING IN OUR FUTURE:

We achicved important mifestones in
all of our growth inidatives this year.
These developments show that our
investments are firmly focused on the
future and on what we do best — creating
and making kevstone components that
enable high-technology systems. Here are
a few examples:

In display, we began supplying commercial
quantities of Generation 8 LCD sub-
strates and became the lead supplicr to
a major panel maker. We introduced
FAGLE XG™, a new LCI glass compo-
sition that is free of all heavy metals. It
has been well-aceepted by our customers
who value environmentally responsible
manufacturing. We were also the first
company to announce plans to build
an LCD finishing plant in China. We
hroke ground on that facility in Beijing i
November.

In environmental, our diesel emissions-
control products arc making inroads
in both the heavy-duty and light-duty
markets. In heavy-duty, we have commit-
ments from more than half of the U.S.
engine makers to supply their emissions-
control products. The manufacturing
capacity is in place to meet the ramp-up
of that demand, which is likely to
happen later in 2007, In light-dury
diesel, product development is on track,
and our advanced cordierite products
continue to advance against the incum-
hent silicon carbide technology.

In telccommunications, we're encouraged
by Verizons fiber-to-the-premises plans
to extend their nerwork to 3 million
additional homes every vear through
2010, We're also seeing broader industry
interest in optical networks that can carry
robust video downloads and high-speed
data direct to the home. Qur innovative
cable, hardware and cquipment products
help make installation casicr and more
cost-efficient for network providers, so we
expect to remain a leader in this market.

In life sciences, we haunched the Epice®
system, a technology that can cnable a
pharmaceutical researcher to test up to
40,000 potential drug compounds i a
single day. This system could dramatically
reduce the drug discovery cycle which,
until now, has often taken as long as
14 years. Early market response has
been positive, and we are encouraged by
the long-term opportunities 1t represents
for us.

LIVING OUR VALUES:

Again in 2006, we remained true to our
Values: Quality, Integrity, Performance,
Leadership, Tnnovation, Independence
and The Individual. Our Values are the
suiding principles of our culture, and
remain a great source of pride among
our employees throughout the world.

WHAT'S NEXT?

Because we are committed to growth, we
spend a greac deal of time and encrgy on
our long-term innovation portfolio. We
know that the markets we serve today will
mature over time. So, we study globai
market erends continuously to identify the
tough problems that our materials science
and process expertise can solve for cus-
tomers in the future,

We are committed to solving more of
those problems than ever before.

We've set an ambitious goal: to double
our historic rate of new-business creation
from two to four per decade. Over the
past }’Cﬂ]’, we Cf)lI]})lﬂtC(l a Ct_)rp()r'dte
rechnology strategy to achieve this goal,
And as we create new husinesses in a wide
varicty of markets, we will also help
mitigate our inherent volatility as a tech-
nolagy company.

We're optimistic about our carly-stage
innovation portfolio. We are moving
ahead with synthetic green faser wchnol-
ogy, which ulimatcly could enable small
mobile devices, such as cell phones, to
project larger images. We are exploring
ehemical microreactor technology, which
has the potential to cnable significant
process innovation and cost reduction for
the chemical processing indusery.

These possibilinies, and many maore, make
for exciting  vears for
Corning. Our board and senior manage-
ment remain committed to sustained

some ahead

investment in research and development,
because we know this is  the key to
doing what we do best — solving prob-
lems for our customers through global

innovation.




THE YEAR AHEAD

You can expect us to follow g consistent
path in 2007.

We will continue to protect our financial
health, bueilding on  the  significant
progress we have made over the past
vear, We intend to generate strong cash
How and maintain negative net debt. We
expect toamprove our profitabilitg bolster
our ongoing focus on cost reductions,
and continue to protect our gross nargins.
We will invest in the future, developing
new growth opportunities in display,
ramping up our  diesel production,
extending our reach in telecommunica-
tions, and ¢nabling new methods of dis-
covering life-saving medicines. We will
contnue to live our Values, just as we
always have,

We know that there will be ups and
‘downs i our husiness. It’s always been
that way for Corning, and it always will
be. Thats why we've built our strategy
around growth, balance and stability.
A sustained locus on this strategy, along
with an unwavering commitment to
research and development, will keep
Corning at the leading edge of specialey
glass and ceramics. That’s exactly where
we intend to be — today, tomorrow, and
for the next 150 years.

Sincerely,

CAA

James R, I-chlghmn

Chairman

iV P Fii

Wendell B Weeks
President and Chief Executive Officer

James R. Houghton and Wendell P. Weeks

TRANSITIONS

Two years ago, Wendell P. Weeks assumed my responsibilities as chief exec-
utive officer of Corning Incorporated. At the same time, Peter F. Volanakis
succeeded Wendell as the company’s chief operating officer.

In January, | announced that we would complete the leadership transition
that we began in 200s. Effective April 26, 2007, the day of our Annual
Shareholders Meeting, the Board of Directars will elect Wendell to
become the company’s chairman, in addition to his responsibilities as CEO.
Peter will assume the role of president, in addition to his role as COQ.

I have been delighted with the company's achievements since Wendell and
Peter took over as CEO and COO two years ago. With the full support and
engagement of the rest of the Management Committee and our entire
leadership team, they have led the company’s recovery. They have insisted
that Corning always remain true to its Values. The outstanding 2006
performance outlined in this report is clear evidence of the sound strategy
that these leaders have put into place — a strategy that will continue to
serve the company and its stakeholders well for many years.

Thank you very much for all your support since | returned to my active
role at Corning in 2002. As we complete this leadership transition, you
may be assured that Corning remains in extremely capable hands, with the
entire organization working toward another 150 years of innovation and
independence.

James R. Houghton




\ 4N A —1 ]

'n millions, except per share amounts

Net sales

Income (loss) from continuing operations
ncome from discontinued operations
INet income (loss)

Income {loss) available to common shareholders”

Diluted earnings (loss) per common share
ontinuing cperations

Discontinued operations

Net income (loss) per common share

" Net of preferred dividend reguirements for Series £ mandatory convertibie preferred stock.

2003

54579

585

'$ (162)
0.01

$ 0.6

2002

$ 364
(1,780)
478
$(1,302)

$(1.430)
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Notice of 2007
Annual Meeting of Shareholders
and Proxy Statement

Notice of Annual Meeting
To Shareholders of Corning Incorporated:

You are cordially invited to attend the Annual Meeting of Corning Incorporated which will be held in The
Corning Museum of Glass Auditorium, Corning, New York, on Thursday, April 26, 2007 at 11:00 o’clock
a.m. Eastern Standard Time. The principal business of the meeting will be:

(1) Te elect five Directors for three year terms;

(2) To ratify the appointment of PricewaterhouseCoopers LLP as Corning’s independent auditors for the fiscal
year ending December 31, 2007,

(3) To consider a Shareholder Proposal described on page 53 in the accompanying Proxy Statement, if presented
at the meeting;, and

(4) To transact such other business as may properly come before the meeting.

Your vote is important to us. Please vote by one of the following methods whether or not you plan to attend the
meeting:

*  Viathe internet.

* By telephone.

¢ By returning the enclosed proxy card (see instructions on proxy card).
By order of the Board of Directors.

Denise A. Hauselt
Secretary and Assistant General Counsel

Corning Incorporated
One Riverfront Plaza
Corning, New York 14831

February 26, 2007

sjeuajelp Axold LOOZW




About the Meeting
Why Did You Send Me This Proxy Statement?

We sent you this proxy statement and the enclosed proxy card because our Board of Directors is soliciting your
proxy to vote at the 2007 Annual Meeting of Shareholders. This proxy statement summarizes information
concerning the matters to be presented at the meeting and related information that will help you make an informed
vote at the meeting. This proxy statement and the accompanying proxy card are {irst being mailed to shareholders
on ar about March 13, 2007.

Wien Is The Annual Meeting?

The annual meeting will be held on Thursday, April 26, 2007, at 11:00 a.m., EST, at The Corning Museum of Glass
Auditorium, Corning, New York.

What Am I Voting On?
At the annual meeting, you will be voting:
* To clect five directors for three year terms;

¢ To ratify the appointment of PricewaterhouseCoopers LLP as our independent auditors for the fiscal year
ending December 31, 2007,

¢ To consider a Shareholder Proposal described on page 53 of the Proxy Statement, if presented at the
meeting; and

* Any other matter, if any, as may properly come before the meeting and any adjournment ot postponement
of the annual meeting.

Haw Do You Recommend That I Vote On These Items?

The Board of Directors recommends that you vote FOR cach of the director nominees, FOR the ratification of
the Board’s appointment of PricewaterhouseCoopers LLP as our independent auditors for the fiscal year ending
December 31, 2007 and AGAINST the Sharcholder Propesal.

Who Is Entitied To Vote?

You may vote if you owned our common shares as of the close of business on February 26, 2007, the record date
for the annual meeting.

Haw Many Votes Do I Have?

You are entitled to one vote for cach common share you own. As of the close of business on February 7, 2007, we
had 1,569,697,474 common shares outstanding. The shares held in our treasury are not considered outstanding and
will not be voted or considered present at the mecting,

Haow Do I Vote By Proxy Before The Meeting?

Before the meeting, registered shareholders may vote shares in one of the following three ways:
s By [nternet at www.computershare.com/expressvote.
* By Telephone (from the United States and Canada only) at 1(800) 652-VOTE (8683).

* By mail by completing, signing, dating and returning the enclosed proxy card in the postage paid envelope
provided.
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Please refer to the proxy card for further instructions on voting via the Internet and by Telephone.
Please use only one of the three ways to vote,

Please follow the dircctions on your proxy card carefully. If you hold sharcs in the name of a broker, your ability
to vote those shares by Telephone or via the Internet depends on the voting procedures used by your broker, as
explained below under the question “How Do I Vote iIf My Broker Holds My Shares In “Street Name”?” The New
York Business Corporation Law provides that a shareholder may appoint a proxy by electronic transmission, 5o we
believe that the Telephone and Internet voting procedures available to shareholders are valid and consistent with
the requirements of applicable law.

May I Vote My Shares In Person At The Meeting?

Yes. You may vote your shares at the meeting if you attend in person, even if you previously submitted a proxy
card or voted by Internet or Telephone. Whether or not you plan to attend the meeting, however, we encourage you
to vote your shares by proxy before the meeting,

May I Change My Mind After I Vote?

Yes. You may change your vote or revoke your proxy at any time before the polls close at the meeting. You may
change your vote by:

s signing another proxy card with a later date and returning it to Corning’s Corporate Secretary at One
Riverfront Plaza, Corning, NY 14831, prior to the meeting;

s voting again by Telephone or via the Internet prior to the meeting; or
+ voting again at the meeting.

You also may revoke your proxy prior to the meeting without submitting any new vote by sending a written notice
that you are withdrawing your vote to our Corporate Secretary at the address listed above.

What Shares Are Included On My Proxy Card?

Your proxy card includes shares held in your own name and shares held in any Corning plan. You may vote these
shares by Internet, Telephone or mail, all as described on the cnelosed proxy card.

How Do I Vote If I Participate In The Corning Investment Plan?

if you hold shares in the Corning Investment Plan, which includes shares held in the Corning Stock Fund in the
401(k) plan, these shares have been added to your other holdings on your proxy card. Your completed proxy card
serves as voting instructions to the trustee of the plan. You may direct the trustee how to vote your plan shares
by submitting your proxy vote for those shares, along with the rest of your shares, by Internet, Telephone or mail,
all as described on the enclosed proxy card. If you do not instruct the trustee how to vote, your plan shares will
be voted by the trustce in the same proportion that it votes shares in other plan accounts for which it did receive
timely voting instructions.

How Do I Vote If My Broker Holds My Shares In “Street Name”? '

If your shares arc held in a brokerage account in the name of your bank or broker (this is called “street name”),
those shares are not included in the total number of shares listed as owned by you on the enclosed proxy card.
[nstead, your bank or broker will send you directions on how to vote those shares,




Will My Shares Held In Street Name Be Voted If I Do Not Provide M) Iy Praxy?

If vour shares are held in the name of a brokerage firm, your shares might be voted even if you do not provide
the brokerage firm with voting instructions. Under the current rules of the New York Stock Exchange, on certain
“routine” matters, brokerage firms have the discretionary authority to vote shares for which their customers
do not provide voting instructions. The election of directors and the proposal to ratify the appointment of
PricewaterhouseCoopers LLP as our independent auditors are considered routine matters for this purpose,
assuming that no contest arises as to any of these matters. The sharcholder proposal is not considered a routine
matter and your bank or broker will not be permitted to vote your shares unless proper voting instructions are
received from you.

What If I Return My Proxy Card Or Vote By Internet Or Phone But Do Not Specify How I Want To Vote?

If you sign and return your proxy card or complete the Internet or Telephone voting procedures, but do not specify
how you want to vote your shares, we will vote them as follows:

* FOR the election of cach of the director nominees.

* FOR the approval ratifying the appointment of PricewaterhouseCoopers LLP as our independent auditors
for the fiscal year ending December 31, 2007.

®  AGAINST the sharcholder proposal.

If you participate in the Corning [nvestment Plan and do not submit timely voting instructions, the trustee of the
plan will vote the shares in your plan account in the same proportion that it votes shares in other plan accounts
for which it did receive timely voting instructions, as explained above under the question “How Do | Vote If [
Participate In The Corning Investment Plan?”

What Does It Mean If I Receive More Than One Proxy Card?

If you received more than onc proxy card, you have multiple accounts with your brokers or our transfer agent.
Please vote all of these shares. We recommend that you contact your broker or our transfer agent to consolidate as
many accounts as possible under the same name and address. You may contact our transfer agent, Computershare
Investor Services, LLLC, at 1-800-255-0461.

Wiho May Attend The Meeting?

The annual meeting is open to all holders of our common shares. To attend the meeting, you will need to register
upen arrival. We also may check for your name on our shareholders’ list and ask you to produce valid identification,
If your shares are held in street name by your broker or bank, you should bring your most recent brokerage account
statement or other evidence of your share ownership, If we cannot verify that you own Corning shares, it is
possible that you may not be admitted to the meeting,

May Shareholders Ask Questions At The Meeting?

Yes. Our representatives will answer your questions of general interest at the end of the meeting. [n order to give a
greater number of shareholders the opportunity to ask questions, we may impose certain procedurai requirements,
such as limiting repetitive or follow-up questions.

How Muny Shares Must Be Present To Hold The Meeting?

in order for us to conduct our meeting, a majority of our outstanding common shares as of February 26, 2007, must
be present in person or by proxy at the meeting. This is called a quorum. Your shares are counted as present at the
meeting if you attend the meeting and vote in person or if you properly return a proxy by Internet, Telephone or
mail.
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How Many Votes Are Needed To Elect Directors?

The director nominces receiving the highest number of “FOR” votes will be clected as directors. This number
is called a plurality. Consequently, shares that are not voted, because you marked your proxy card to withhold
authority for all or some nominecs, or because you did not complete and return your proxy card, will have no
impact on the election of dircetors.

How Many Votes Are Needed To Ratify The Appointment Of PricewaterhouseCoopers LLP As Qur
Independent Aunditors?

Sharcholder approval for the appointment of our independent auditors is not required, but the Audit Committee
and the Board are submitting the selection of PricewaterhouseCoopers LLP for ratification in order to obtain
the views of our shareholders. The ratification of the appointment of PricewaterhouseCoopers LLP as Corning’s
independent auditors requires the affirmative vote of a majority of the shares present at the meeting in person or by
proxy and entitled to vote. If the appointment of PricewaterhouscCoopers LLP is not ratified, the Audit Committee
will consider the shareholders views in the future selection of Corning’s auditors.

How Many Votes Are Needed To Approve The Adoption Of The Shareholder Proposal?

Approval of the Shareholder Proposal, if properly presented at the meeting, requires the affirmative vote of a
majority of the shares present at the meeting in person or by proxy and entitled to vore,

What Is A “Broker Non-Vote”?

If you own shares through a bank or broker in strect name, you may instruct your bank or broker how to vote your
shares. A “broker non-vote” occurs when you fail to provide your bank or broker with voting instructions and the
bank or broker does not have the discretionary authority to vote your shares on a particular proposal because the
proposal is not a routine matter under the New York Stock Exchange rules. As explained above under the question
“Will My Shares Held In Street Name Be Voted If 1 Do Not Provide My Proxy?”, Proposal 1 {election of directors)
and Proposal 2 (ratification of the appointment of our independent auditors) are considercd routine matters under
the current New York Stock Exchange rules, so your bank or broker will have discretionary authority to vote your
shares held in strect name on those items. Proposal 3 (the shareholder proposal) is not considered a routine matter,
50 your bank or broker will not have discretionary authority to vote your shares held in street name on that item.
A broker non-vote may also occur if your broker fails 10 vote your shares for any reason.

How Will Broker Non-Votes Be Treated?

Broker non-votes will be treated as shares present for quorum purposes, but not entitled to vote, so they will have
no effect on the outcome of any proposal.

How Will Abstentions Be Treated?

Abstentions will be treated as shares present for quorum purposes and entitled to vote, so they will have the effcct
as votes against a proposal,

How Will Voting On “Any Other Business” Be Conducted?

We have not received proper notice of, and are not aware of, any business to be transacted at the meeting other than
as indicated in this proxy statement. If any other item or proposal properly comes before the meeting, the proxies
received will be voted on those matters in accordance with the discretion of the proxy holders.




Who Pays For The Solicitation Of Proxies?

Our Board of Directors is making this solicitation of proxies on our behalf. We will pay the costs of the solicitation,
including the costs for preparing, printing and mailing this proxy statement. We have hired Georgeson Sharcholder
Communications, Inc. to assist us in soliciting proxies. It may do so by telephone, in person or by other electronic
communications. We anticipate paying Georgeson a fee of $14,000 plus expenses for these services. We also will
reimburse brokers, nominees and fiduciaries for their costs in sending proxies and proxy materials to our shareholders
so you can vote your shares. Our directors, officers and regular employees may supplement Georgeson’s proxy
solicitation efforts by contacting you by telephone or electronic communication or in person. We will not pay
directors, officers or other regular employees any additional compensation for their proxy solicitation efforts.

How Can I Find The Voting Results Of The Meeting?

We will include the voting results in our Form 10-Q for the quarter ending June 30, 2007, which wc expect to file
with the Securities and Exchange Commission (SEC) on or before August 9, 2007.

How Do I Submit A Shareholder Proposal For, Or Nominate A Director For Election At
Next Year’s Annual Meeting?

If you wish to submit a proposal to be included in our proxy statement for our 2008 Annual Meeting of Sharcholders,
we must receive it at our principal office on or before November 16, 2007. Please address your proposal to:
Corporate Secretary, Corning Incorporated, One Riverfront Plaza, Corning, New York 14831.

We wili not be required to include in our proxy statement a shareholder proposal that is received after that date
or that otherwise does not meet the requirements for shareholder proposals established by the SEC or set forth in
our bylaws.

If you miss the deadline for including a proposal in our printed proxy statement, or would like to nominate a
director or bring other business before the 2008 Annual Meeting of Sharcholders, under our current bylaws (which
are subject to amendment at any time), you must notify our Corporate Secretary in writing not less than 90 days
nor more than 120 days prior to the first anniversary of the preceding year’s annual mecting. If the meeting is
advanced by more than 30 days or delayed by more than 60 days from such anniversary date, then the notice
shall be received no earlier than 120 days or later than 90 days prior to such annual meeting or the tenth day after
public announcement is made with respect to the meeting. For our 2008 Annual Mecting of Shareholders, we must
receive notice on or after Decernber 28, 2007, and on or before January 27, 2008,

Can I Receive Electronic Delivery of Proxy Materials And Annual Reports?

Yes. This Proxy Statement and Corning’s 2006 Annual Report are available on Corning’s website at www.corning.com.
Instead of receiving paper copies of next yvear’s Proxy Statement and Annual Report in the mail, shareholders can
elect to receive an ¢-mail message that will provide a link to these documents on the website. By opting to access
your proxy materials online, you will save us the cost of producing and mailing documents to you, reduce the
amount of mail you receive and help preserve environmental resources. Corning’s shareholders who have enrolled
in the electronic proxy delivery service previously will receive their materials online this year. Shareholders
of record may enroll in the electronic proxy and Annual Report access service for future annual meetings by
registering online at www.computershare.com. Beneficial or “street name” shareholders who wish to enroll in
electronic access service may do so at www.icsdelivery.com.

Are You “Householding” For Shareholders Sharing The Same Address?

Yes. The SEC’s rules regarding the delivery to shareholders of proxy statements, annual reports, prospectuses
and information statements permit us to deliver a single copy of these documents to an address shared by two or
more of our shareholders. This method of delivery is referred to as “householding,” and can significantly reduce
our printing and mailing costs. It also reduces the volume of mail you receive. This year, we are delivering only
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one proxy statcment and 2006 Annual Report to multiple sharcholders sharing an address, unless we receive
instructions to the contrary from one or more of the sharcholders. We will still be required, however, to send
you and cach other shareholder at your address an individual proxy voting card. If you nevertheless would like
to receive more than one copy of this proxy statement and our 2006 Annual Report, we will promptly send you
additional copies upon written or oral request directed to our transfer agent, Computershare Investor Services,
LLC. toll frec at 1-800-255-0461. The same phone number may be used to notify us that you wish to receive a
separatc anaual report or proxy statement in the future, or to request delivery of a single copy of an annual report
or proxy statement if you are receiving multiple copies. '

PROPOSAL 1—Election of Directors

Corning’s Board of Directors is divided into three classes. Except for Mr. Cummings, each of the nominees
for the office of director, Messrs Sit, Smithburg, Tookes and Weeks were elected by Corning’s security holders
on April 29, 2004. The terms of Messrs Sit, Smithburg, Tookes and Weeks expire this year. Mr. Cummings was
appointed by Corning’s Board of Directors on October 3, 2006, and is standing for election for the first time. Mr.
Knowles, whose term expires this year is retiring in accordance with Corning’s Corporate Governance Guidelines
and as such will not be standing for re-election. Each of the nominees has consented to being named in this proxy
statement and to serve as a director if elected. If a nominee is not able to scrve, proxy holders will vote your shares
for the substitute nominee, unless you have withheld authority. No nominee now owns bencficially any of the
securitics (other than directors’ qualifying shares) of any of Corning’s subsidiary companies. We have included
below certain information about the nominees for election as directors and the directors who will continue in
office after the Annual Meeting.

Nominees for Election as Directors

Nominees for Election For Terms Expiring in 2010

T Robert F. Cummings, Jr.
Senior Managing Director

GSC Group, Inc.

Mr. Cummings joined GSC Group, Ine. in 2002 wheve he is a Senior Managing Direetor. He began
his business career in the investment banking division of Goldman, Sachs & Co. in 1973, and was
a partner of the firm from 1986 until his retirement in 1998, He served as an Advisory Dircctor
at Goldman Sachs until 2002. Mr. Cummings is a director of ATSI Holdings, GSC Capital Corp,
Precision Partners Inc, R.R. Donnelley and Sons Co., Viasystems Group Inc. and a member of the
board of trustees of Union College. Director since 2006. Age 57.

Eugene C. Sit
Chairman—Chief Executive Officer and Chief Investment Officer
Sit Investment Associates, Inc.

Mr, Sit is a Chartered Financial Analyst and a Certificd Public Accountant. He founded Sit Investment
Associates (SIA) in 1981, and his prior business expericnce included serving as the Chief Executive
Officer and Chief Investment Officer for American Express Financial Advisors Inc., formerly known
as [DS Advisory. He has been actively involved as a trustee and officer in several educational,
professional and community organizations, and he currently serves as Chajrman and Director of
the Minnesotans’ Military Appreciation Fund, Inc., is on the Honorary Council of The Minnesota
Historical Society, and is a member of the Advisory Council of the Carlson School of Management,
laternational Programs, and is on the Dean’s Board of Visitors for the Medical School of the Universily
of Minnesota. Mr. Sit currently serves as a director of Smurfit-Stone Container Corporation. and as
chairman and director for the various companies of S1A. Director since 2004, Age 68.




William D. Smithburg
Retired Chairman, President and Chief Executive Officer
The Quaker Oats Company

Mr. Smithburg joined Quaker Oats in 1966, being clected president in 1979, chief executive officer
in 1981 and chairman in 1983, He alse served as president from November 1990 to January 1993
and from November 1995 to November 1997 when he retired. Mr. Smithburg is a director of Abbott
Laboratories, Northern Trust Corporation, and Smur{it-Stone Container Corporation. Director since
1987. Age 68.

Hansel E. Tookes I1
Retired Chairman and Chief Executive Officer
Raytheon Aircraft Company

Mr. Tookes retired from Raytheon Company in December 2002. Since joining Raytheon in 1999 he
has served as president of Raythcon International, chairman and chicf executive officer of Raytheon
Atrcraft and executive vice president of Raytheon Company. From (980 to 1909 Mr. Tookes served
United Technologies Corporation as president of Pratt and Whitney's Large Military Engines Group
and in a varicty of other leadership positions. He is a director of Ryder Systems Inc., BBA Aviation
pic. FPL Group, Inc. and Harris Corporation and a member of the National Academies Aeronautics
and Space Engineering Board. Director since 2001. Age 59,

Wendell P. Weeks
President and Chief Executive Officer
Corning Incorporated

Mr. Weeks joined Corning in 1983 and was named a vice president and deputy general manager
of the Telecommunications Products division in 1995, vice president and general manager—
Telecommunications Products in 1996, senior vice president in 1997, senior vice president of Opto-
Electronics in 1998, executive vice president of Optical Communications in 1999, president, Corning
Optical Communications in 2001, President and Chief Operating Officer in 2002 and 10 his present
position in 2005. Mr. Weeks will become chairman and chief executive officer on April 26, 2007, Mr.
Weeks is a director of Merck & Co., Inc. Director since 2000. Age 47.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR THE ELECTION OF EACH OF THE
DIRECTOR NOMINEES,

Directors Continuing in Office

Directors Whose Terms Expire in 2009

James B. Flaws
Vice Chairman and Chief Financial Officer
Corning Incorporated

Mr. Flaws joined Corning in 1973 and scrved in a variety of controller and business management
positions. He was named assistant treasurer in 1993, vice president and controller in 1997, vice president
of finance and treasurer later in 1997, senior vice president and chief financial officer in December
1997, executive vice president and chief financial officer in 1999 and 10 his present position in 2002. Mr.
Flaws is a director of Dow Corning Corporation. Director since 2000, Age 58,
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James R. Heughton
Chairman
Corning Incorporated

Mr. Houghton joined Corning in 1962. He was elected a vice president of Corning and general manager
of the Consumer Products Division in 1968, vice chairman in 1971, chairman of the executive committee
and chief strategic officer in 1980 and chairman and chief executive officer in April 1983, retiring in
April 1996. Mr. Houghton was the non-executive chairman of the Board of Corning from June 2000 to
April 2002. Mr. Houghton came out of retirement in April 2002 when he was elected chairman and chief
executive officer. Mr. Houghton retired as our chief exceutive officer on April 28, 2005 but continued as
chairman of the Board. Mr. Houghton will step down as chairman on April 26, 2007, but will continue in
his role as a director of Corning. Mr. Houghton is a dircctor of Metropolitan Life Insurance Company
and Exxon Mobil Corporation. He is a trustee of the Metropolitan Museum of Art, the Pierpont Morgan
Library and the Corning Museum of Glass and 2 member of the Harvard Corporation. Director since
1969. Age 71. ) :

James J. O*Connor
Retired Chairman of the Board and Chief Executive Officer
Unicom Corporation

Mr. 0" Connor joined Commonwealth Edison Company in 19637 He became president in 1977, a director
in 1978 and chairman and chief executive officer in 1980, In 1994 he was also named chairman and chief
execulive officer of Unicom Corporation, which then became the parent company of Cemmonwealth
Edison Company, retiring in 1998. Mr. O"Connor is a director of Smurfit-Stone Container Corperation,
UAL Corporaticn, United Airlines and Armstrong World Industries, Inc. Dircctor since 1984. Age 69.

Deborah DL Rieman
Retired President and Chief Executive Officer
Check Point Software Technologies, Incorporated

Dr. Rieman has more than twenty-five years of experience in the soflware indusiry. She currently
mansuges a private investment fund. From 1995 to 1999, she served as president and chief executive
officer of Check Point Sofiware Technologies, Incorporated. Dr. Rieman is a director of Keynote
Systems, Kintera Inc. and Tumbleweed Communications, Inc. Director since 1999, Age 57

Peter F. Volanakis
Chicf Operating Officer
Corning lncorporated

Mr. Volanakis joined Corning in 1982 and was named managing director, Corning GmbH in 1992,
excoutive vice president of CCS Holding, Inc., formerly known as Siecor Corporation. in 1993, senior
vice president of advanced display products in 1997, executive vice president of Display Technologies
and Life Sciences in 1999. President. Corning Technologies in 2001 and 10 his present position in 2005.
Mr. Volanakis will become president and chief eperating officer on April 26, 2007. Mr. Volanakis is a
dircctor of Dow Corning Corporation. Director since 2000. Age 51.

Directors Whose Terms Expire in 2008

John Seely Brown
Retired Chief Scientist
Xerox Corporation

Dr. Brown has served Xerox Corperation since 1978 in various scientific research positions, in 1986 he
was elected vice president in charge of advanced research and was director of the Palo Alto Rescarch
Center from 1990 ta 2000. Dr. Brown was named chief scientist of Xerox in 1992, retiring in 2002. He
is currently a Senior Fellow at USC. Dr. Brown is a director of Amazon Inc.. Polycom, inc. and Varian
Medical Inc. Director since 1996. Age 66,



Gordon Gund
Chairman and Chief Executive Officer
Gund Investment Corporation

Besides being the Chairman and CEO of Gund Investment Corporation which was founded in 1968,
Mr. Gund is ce-founder and Chairman of The Foundation Fighting Blindness. The Feundation Fighting
Blindness is a national, non-profit organization dedicated to finding the causes, ireatments and/or cures
for retinitis pigmentosa, age-related macular degeneration, and allied retinal degenerative diseascs. He
is a director of the Kellogg Company. Director since 1990, Age 67.

John M. Hennessy
Senior Advisor
Credit Suisse First Boston

Mr. Hennessy became managing director of First Boston Corporation in 1974 afler serving as Assistant
Secretary of the U.S. Treasury (Presidential appointment). In 1989 he was clected chairman of the
exccutive board and group chief executive officer of Credit Suisse First Boston. Mr. Hennessy retired
from active employment from Credit Suisse First Boston at the end of 1996 but retains the role of
Independent Senior Advisor to the firm. He is on four nen-profit boards of directors. Dircctor since
1989. Age 70.

H. Onno Ruding
Retired Vice Chairman
Citicorp and Citibank, N.A.

Dr. Ruding has served private firms and the public (serving as Minister of Finance of The Netherlands
from 1982-1989) tn various financial positions, serving as a dircctor of Citicorp and Citibank, N.A.
from 1990 and 1998, respectively, to Seplember 30, 2003 and vice chairman of Citicorp and Citibank,
N.A. from 1992 to September 30, 2003, Dr. Ruding retired from active employment from Citicorp and
Citibank, N.A. on September 30, 2003, Dr. Ruding is also a director of Alcan, Holcim, BNG (Bank for
the Netherlands Municipalitics) and RTL Group, a member of the international advisory committee of
Citigroup and a member of UNIAPAC, the Committee for European Monetary Unijor, the Pontifical
Council Justice and Peace, the European Advisory Board of the American-European Community
Association, the International Bureau of Fiscal Documentation and the Trilateral Commission.
Dr. Ruding is the chairman of the Center for European Policy Studies (CEPS), the chairman of the
Netherlands National Museum Palace Het Loo and the chairman of the Advisory Council of the
Amsterdam Institute of Finance. Director since 1995, Age 67.

Padmasree Warrior
Executive Vice President and Chief Technology Officer
Motorola, inc.

Ms, Warrior joined Motorola in 1984, was appointed vice president in 1999 and was elected a
carporate officer in 2000, She was corporate vice president and chief technology officer for Motorola's
Semiconductor Products Sector, general manager of Thoughtbeam, Inc., a wholly owned subsidiary
of Motorola, and corporate vice president and general manager of Motorola’s energy systems group,
Ms. Warrior is currently the executive vice president and chief technology officer for Motorola, Inc.
Diirector since 2005, Age 45,
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Meetings and Committees of The Board
Board Meetings

The Board of Directors held 15 regularly scheduled meetings during 2006. All directors attcnded at least 75%
of these meetings of the Board of Directors. When the number of Board meetings are combined with the number
of meetings of the committees on which they serve, all directors attended at least 75% of such meelings.

Board Committees

In addition to an Executive Committee, which acts by delegation, Corning has six standing Board committees:
Audit, Compensation, Corporate Relations, Finance, Nominating and Corporate Governance and Pension
Committees. Each standing committee’s written charter, as adopted by the Board of Directors, is available on
Corning’s website at www.corning.com/inside_corning/corporate_governance/downloads.aspx. Copics of each
of the charters are also attached to this proxy statement as Appendix A, B, C, D, E and F, respectively.

The Audit Committee met 15 times during 2006, The current members of the Audit Comumittee are Messrs.
Smithburg (Chair), Ruding and Tookes and Ms. Rieman. The Audit Committee:

e Assists the Board of Directors in its oversight of (i) the integrity of Corning’s financial statements, (i) the
internal auditors performance, and (iii) Corning’s compliance with legal and regulatory requirements;

e Meets in executive sessions with the independent auditors, internal auditors and management;
e Approves the appointment of Corning’s independent auditors;

e Reviews and discusses with the independent auditors and the internal auditors the effectiveness of
Corning’s internal contro! over financial reporting, including disclosure controls;

e Reviews and discusses with management, the independent auditors and the internal auditors the scope of
the annual audiy;

e Reviews the quarterly and annual financial statements and other reports provided to sharcholders with
management and the independent auditors;

¢ Oversees the independent auditors’ qualifications, independence and performance;

e Reviews transactions between Corning and related persons that are required to be disclosed in our filings
with the SEC; and

e Determines the appropriateness of and approves the fees for audit and permissible non-audit services to
be provided by the independent auditors.

The Compensation Committee met six times during 2006. The current members of the Compensation Committee
are Messrs. O'Connor (Chair), Brown, Gund and Smithburg. The Compensation Committec:

* Reviews Corning’s goals and objectives with respect to executive compensation;
» Evaluates the CEQ’s performance in light of Corning’s goals and objectives;
e Determines and approves compensation for the CEO and other officers of Corning;

¢ Reviews and approves employment, severance and change in control agreements for the CEO and other
officers of Corning;

s Recommends to the Board the compensation arrangements with non-employee directors;
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* Administers Corning’s equity compensation plans and employee benefit and fringe benefit plans and
programs; and

» Makes recommendations to the Board regarding non—equity incentive and equity incentive plans,

Compensation decisions for executives, which include the Named Executive Officers, and the directors are
reviewed and approved by the Compensation Committee. The Compensation Committee has strategic and
administrative responsibility to compensate key cxecutives effectively and in a manner consistent with our stated
compensation strategy. The Compensation Committee has engaged Hewitt Associates, an outside global human
resources consulting firm, to conduct an annual review of its total compensation program for executives, Hewitt
Associates supports the Committee by providing data regarding market practices and makes recommendations for
changes to plan designs and policies that are consistent with the Company’s compensation philosophy.

The agenda for meetings of the Compensation Committee is determined by its Chairman with the Executive
Vice President and Chief Administrative Officer and the Senior Vice President Global Compensation and Benefits.
The Chief Executive Officer and the Executive Vice President and Chief Administrative Officer are invited to
attend the Compensation Committee meetings, though they leave the room during discussions and deliberations
of individual compensation actions affecting them personally. The Compensation Committee Chairman reports
the committce’s recommendations on executive compensation to the Board. The Company’s Global Compensation
and Benefits department supports the Compensation Committee in its duties and, along with the Chief Executive
Officer, may be delegated authority to fulfill certain administrative duties regarding the compensation programs.
The Compensation Committee has authority under its charter to retain, approve fees for and terminate advisors,
consultants and agents as it deems necessary to assist in the fulfillment of its responsibilities. The Compensation
Committee reviews the total fees paid to outside consultants by the Company to ensure that the consultant
maintains its objectivity and independence when rendering advice to the committee. For more information on the
Compensation Committee, se¢ “Compensation Discussion and Analysis” beginning on page 18.

The Corporate Relations Committece met five times during 2006. The current members of the Corporate
Relations Committec are Mses. Rieman (Chair) and Warrior and Messrs. Houghton, Knowles and Sit. The
Corporate Relations Committee focuses on the arcas of employment policy, public policy and community relations
in the context of the business strategy of Corning,

The Executive Committee met 10 times during 2006. The current members of the Executive Committec are
Messrs. Weeks (Chair), Flaws and Volanakis. All other directors are alternate members of the Executive Committee.
The Executive Committee serves primarily as a means of taking action requiring Board approval between regularly
scheduled meetings of the Board. The Executive Committee is authorized to act for the full Board on matters other
than those specifically reserved by New York law to the Board. In practice, the Executive Committee actions are
generally limited to matters such as the authorization of corporate credit facilities, borrowings and pricing of
Corning’s public offering of securities.

The Finance Committee met 10 times during 2006. The current members of the Finance Committee are Messrs.
Hennessy (Chair), Cummings, Flaws, Ruding, Tookes and Volanakis, The Finance Committee:

* Monitors present and future capital requirements of Corning;

s Reviews all material transactions prior to execution;

s Reviews potentials mergers, acquisitions, divestitures and investments in third parties;
s Manages Corning’s exposure to financial, economic or hazard risks;

s Monitors Corning’s cash management plans and activities;

* Reviews Corning’s tax position and strategy;

» Reviews and monitors Corning’s credit rating; and

11
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e Reviews Corning’s financial plans and other financial information that Corning uses in its analysis of
internal decisions.

The Nominating and Corporate Governance Committee met five times during 2006. The current members of
the Nominating and Corporate Governance Committee are Messrs. O’Connor (Chair), Brown and Hennessy, The
Nominating and Corporate Governance Committee:

¢ Identifies individuals qualified to become Board members;

o Reviews candidates recommended by shareholders;

s Dctermines the criteria for selecting director nominees;

e Conducts inquiries into the background of director nominees;

e Recommends to the Board, dircctor nominces to be proposed for election at the annual meeting of
shareholders; '

¢ Monitors significant developments in the regulation and practice of corporate governance;
o Develops and recommends to the Board corporate governance guidelines;

e Assists the Board in assessing the independence of Board members;

¢ Identifies Board members to be assigned to the various committecs;

e Oversees and assists the Board in the review of the Board’s performance, as well as the performance of
the President and CEO and other executives;

¢ Establishes director retirement policies;
e Reviews, approves and ratifies transactions between Corning and related persons; and
e Reviews activities of Board members and scnior executives for potential conflict of interest.

The process for electing director nominees entails making a preliminary assessment of each candidate based
upon his/her resume and other biographica! information, his/her willingness to serve and other background
information. This information is then cvaluated against the criteria set forth below, as well as the specific needs
of Corning at that time. Based upon this preliminary assessment, candidates who appear to be the best fit will be
invited to participate in a series of interviews. At the conclusion of this process, if it is determined that the candidate
will be a good fit, the Nominating and Corporate Governance Committee will recommend the candidate to the
Board for election at the next annual meeting, [f the director nominee is a current Board member, the Nominating
and Corporate Governance Committee also considers prior Corning Board performance and contributions. The
Nominating and Corporate Governance Committee uses the same process for evaluating all candidates regardless
of the source of the nomination.

The minimum qualifications and attributes that the Nominating and Corporate Governance Committee believes
must be possessed by a director nominee may include:

e The abiiity to apply good business judgment;

¢ The ability to exercise his/her dutics of loyalty and care;
e Proven lcadership skills;

s Diversity of expericnce;

e High integrity and ethics;

e The ability to understand complex principles of business and finance;
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¢ Scientific expertise; and
¢ Familiarity with national and international issues affecting businesses.

All of the director nominees are current elected members of the Board of Directors, except for Mr. Cummings
who was identified by the Chairman of the Nominating and Corporate Governance Committee and appointed
by the Board of Directors. The Nominating and Corporate Governance Committee has in the past and may in
the future engage the assistance of third parties to identify and evaluate potential director nominees, as it deems
appropriatc.

The Nominating and Corporate Governance Committee will consider candidates recommended by
shareholders. If you wish to nominate a candidate, please forward the candidate’s name and a detailed description
of the candidate’s qualification, a document indicating the candidate’s willingness to serve and evidence of the
nominating shareholder’s ownership of Corning’s shares to: Corporate Secretary, Corning Incorporated, One
Riverfront Plaza, Corning, New York 14831. A shareholder wishing to nominate a candidate must also comply
with the notice requirements described above under the question “How Do [ Submit A Shareholder Proposal For,
Or Nominate A Director For Election At, Next Year’s Annual Meeting?”

The Pension Committee met six times during 2006. The current members of the Pension Committee are Messts.
Gund (Chair), Cummings, Flaws, Knowles, Sit and Volanakis and Ms. Warrior. The Pension Committee:

* Reviews the funding and investment performance of Corning’s pension plans; and

* Appoints investment managers, custodians, trustees and other plan fiduciaries for the purpose of
implementing the policies of the plans.

Corporate Governance Matters
Corporate Governance Guidelines

Our business, property and affairs are managed by or, are under the direction of, the Board of Directors pursuant
to New York Business Corporation Law and our By-laws. Members of the Board of Directors are kept informed
of Corning’s business through discussions with the President and Chief Executive Officer, the Vice Chairman
and Chief Financial Officer, the Chief Operating Officer and other key members of management, by reviewing
materials provided to them and by participating in meetings of the Board of Directors and its committees.

The Board has adopted a set of Corporate Governance Guidelines that address the make-up and functioning of
the Board. A copy of these guidelines is attached to this proxy statement as Appendix G and can also be viewed
on our website at www.corning.com/inside_corning/corporate_governance/downloads.aspx.

Directors Independence

Qur Corporate Governance Guidelines require that the Board of Directors make an annual determination
regarding the independence of each of Corning’s directors. The Board made these determinations on February 7,
2007, based on an annual evaluation performed by and recommendations made by the Nominating and Corporate
Governance Committee. The Board of Directors has determined that Messrs. Brown, Cummings, Gund, Hennessy,
Knowles, O’Connor, Ruding, Sit, Smithburg and Tookes and Mses. Rieman and Warrior are “independent” within
the meaning of the rules of the New York Stock Exchange, based on its application of the standards set forth in
the Corporatc Governance Guidelines. Specifically, the Board determined that they were independent because no
relationship was identificd that would automatically bar them from being characterized as independent, and any
relationships identified were not so material as to impair their independence.
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The Board reviewed the independence status of Dr. Knowles, who on July 1, 2006 assumed the position of
Interim Dean of the Faculty of Arts and Sciences of Harvard University. Dr. Knowles previously served as Dean
from 1991 to 2002, stepping down in June 2002 and continuing to hold a faculty position at Harvard. Dr. Knowles
joined the Corning Board of Directors in July 2002. Because our then CEO and Chairman, James R. Houghton,
was serving on the Harvard Corporation, the Board determined there should be a passage of time before Dr.
Knowles was determined by the Board to be independent. Dr. Knowles was determined to be independent for
2005 and 2006. Mr. Houghton stepped down as CEO of Corning in 2005 and became non-executive chairman
cffective May 1, 2006. The Board determined that Dr. Knowles’ resumption of his deanship role with Harvard
does not change his status as an independent director, as he is fully independent of Corning’s current gxecutive
management. The Corning Foundation’s charitable contributions to Harvard in the past three years ate far below
amounts that would bar independence under the NYSE Listing Standards or Corning’s Director Qualification
Standards.

With respect to Dr. Ruding the Board considered the fact that Dr. Ruding previously was an executive officer
at Citicorp and Citibank, N.A. Dr. Ruding retired from his executive positions at Citicorp and Citibank, N.A.
in September 2003. As a retiree, he serves on the international advisory committee of Citigroup and attends
that commitiee’s two meetings per year, for which he receives an annual retainer of approximately $50,000, In
determining that this relationship was not material, the Board reviewed Corning’s Director Qualification Standards
and all of the facts and circumstances of Dr. Ruding’s relationship with Corning, including that Dr. Ruding is no
longer employed by Citicorp or Citibank N.A., Citicorp services to Corning in 2006 were well below 2001, 2002
and 2003 levels and consisted primarily of non-advisory services, as well as the fact that for the last three years
Citicorp services never approached a percentage that would bar independence under the NYSE Listing Standards
or Corning’s Director Qualification Standards.

With respect to Ms. Warrior, the Board considered the fact that Ms. Warrior serves as Executive Vice President
and Chief Technology Officer of Motorola, Inc., which purchased less than $1,100,000 of products from Corning
for each of fiscal years 2004, 2005 and 2006; and sold less than $50,000 of products to Corning for each of fiscal
years 2004, 2005 and 2006. In determining that this relationship was not material, the Board considered the fact
that the amount of products purchased from Corning by Motorola, Inc. and sold to Corning by Motorola, Inc. never
approached a percentage that would bar independence under the NYSE Listing Standards or Corning’s Director
Qualification Standards, and that Ms. Warrior had no role in such sales or purchases.

With respect to Mr. Cummings, the Board considered the fact that he served in various managerial capacities
at Goldman, Sachs & Co. untit 2002, a company that has provided and continues to provide investment banking,
financial advisory and other similar services to Corning. In determining that this relationship was not material,
the Board reviewed Corning’s Director Qualification Standards and all of the facts and circumstances of Mr.
Cummings’ relationship with Corning, including that Mr. Cummings is no longer employed by Goldman, Sachs
& Co. or provides any advisory services to Goldman, Sachs & Co., and that Goldman, Sachs & Co. services to
Corning in 2006 consisted primarily of non-advisory services, as well as the fact that for the last three years
Goldman, Sachs & Co. services never approached a percentage that would bar independence under the NYSE
Listing Standards or Corning’s Director Qualification Standards.

With respect to Mr. Tookes, the Board considered the fact that Mr. Tookes in February 2007 joined the Board of
Directots of BBA Aviation plc, the parent company of Signature Flight Support, the company that provides aviation
support services to Corning’s planes. Mr. Tookes has had no past connections with BBA Aviation ple. Going
forward, the amount of business Corning does with Signature Flight Support is expected to be approximately
$100,000 annually, which is not material. In determining that this relationship was not material, the Board
considered the fact that Mr. Tookes relationship arises only from his position as a director of BBA Aviation ple,
that he has no material interest in any of the transactions between Corning and Signature Flight Support, that he
had no role in any such transactions, and that such a relationship would not bar independence under the NYSE
Listing Standards or Corning’s Director Qualification Standards.
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The Board concluded that based on all of the relevant facts and circumstances, none of the above relationships
constituted a material relationship with Corning that represents a potential conflict of interest or otherwise
interferes with the exercise by any of these directors of his or her independent judgment from management of
Corning.

The Board determined that Messrs. Flaws, Volanakis and Weeks were not independent because they are each
executive officers of Corning.  With respect to Mr. Houghton, the Board determined that he was not independent
as he was the Chief Executive Officer of Corning until he retired in April 2005,

Each member of the Board’s Audit, Compensation and Nominating and Corporate Governance Committees is
independent within the meaning of the NYSE Listing Standards, Exchange Act Rule 10A-3 and Corning’s Director
Qualification Standards.

Communications with Directors

Shareholders and interested parties may communicate concerns to any director, committee member or the
Board by writing to the following address: Corning Incorporated Board of Directors, Corning Incorporated,
One Riverfront Plaza, MP HQ E2 10, Corning, New York 14831 Attention: Corporate Secretary. Please specify
to whom your correspondence should be directed. The Corporate Secretary has been instructed by the Board
to promptly forward all correspondence (except advertising, spam, junk mail and other mass mailings, product
inquiries and suggestions, resumes, surveys or any unduly hostile, threatening or illegal materials) to the relevant
director, committee member or the full Board, as indicated in the correspondence.

Audit Committee Financial Expert

The Board of Directors has determined that at lcast one member of the Audit Committee, H. Onno Ruding, is
an Andit Committee Financial Expert,

Executive Sessions of Non-Employee Directors

Non-employee Board members meet without management present at each regularly scheduled Board Meeting,
Additional meetings may be called by the Lead Director in his discretion or at the request of the Board. The Lead
. Director, Mr. O’Connor, presides over meetings of the non-employee directors.

Policy Regarding Directors Attendance at Annual Meetings

Corning has a policy that every director will make every effort to attend, but does not require attendance of all
directors at Annual Meetings. All of the Board Members attended the 2006 Annual Meeting.

Code of Ethics

Our Board of Directors has adopted the Code of Ethics for the Chief Executive Officer and Financial Executives
and the Code of Conduct for Directors and Executive Officers which supplements the Code of Conduct governing
all employees and directors that has been in existence for more than 10 years. We refer to these documents
collectively as the “Code of Ethics”™. A copy of the Code of Ethics is attached to this proxy statement as Appendix
H and is available on our website at www.corning.com/inside_corning/corporate_governance/downloads.aspx.
We will disclose any amendments to, or waivers from, the Code of Ethics on our website within four business days
of such determination. During 2006, no amendments to or waivers of the provisions of the Code of Ethics were
made with respect to any of our directors or executive officers.
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Security Ownership of Certain Beneficial Owners

Paragraphs (a) and (b) below set forth information about the beneficial ownership of Corning’s Common Stock
as of December 31, 2006. Unless otherwise indicated, the persons named have sole voting and investment power
with respect to the shares listed.

(@) To the knowledge of management, the following owned more than 5% of Corning’s outsfanding shares of
Common Stock:

Name and Address Amount and Nature . Percent of
of Beneficial Owner of Beneficial Ownership Class
FMR Corp.

82 Devonshire Strect

Boston, Massachusetts 02109 100,895,420(1) 6.43%

(1) 98,576,947 of these shares are owned by Fidelity Management & Rescarch Company; 25,955 of these shares
are owned by Strategic Advisers, Inc.; 1,524,291 of these shares are owned by Pyramis Global Advisors Trust
Company and 768,227 of these shares are owned by Fidelity International Limited which are subsidiaries of
FMR Corp. Edward C. Johnson 3d, the chairman of FMR Corp, and FMR Corp. have sole investment power
and sole voting power with respect to 100,101,238 of such shares. Fidelity International Limited has sole
investment power with respect to 768,227 of such shares and sole voting power with respect to 731,027 of
such shares.

(b) The number of shares of Corning Commeon Stock owned by the directors and nominees for directors, by the
chief executive officer, the chief financial officer and the three other most highly compensated executive
officers (the “Named Executive Officers”) and by all directors and executive officers as a group, as of
December 31, 2006, is as follows:
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o
Amount S
and Nature Percent o
of Beneficial of -
Name Ownership(1)(2)(3) Class(7) g
Directors L
John S. Brown 133,006 {4} — g
Robert F. Cummings, Jr. 50,412 (4) — o
Gordon Gund 3112719 (4) — -+
John M. Hennessy 359,484 (4) — 2
James R. Houghton 3,645,931 (4) (5) — 5
Jeremy R. Knowles 47.559 r— )
James J. O’Connor 135,824 (4) —
Deborah D. Rieman 91,809 —
H. Onno Ruding 103,699 (4) —
Eugene Sit 42,074 (4) —
William D. Smithburg 167,006 {4) —
Hansel E. Tookes i 85,609 (4) —
Padmasrec Warrior . 3,920 —
Named Executive Officers
(*also serve as dircctors)
Wendell P. Weeks* 5,448,005 —
James B. Flaws* 2,678,622 —
Kirk P. Gregg 2,208,083 —
Dr. Joseph A, Miller 894,703 —
Peter F. Volanakis* ) 3,277,389 —
All Directors and Executive Officers as a Group (28 persons}) 28,306,128 (6) 1.8%

(1)  Includes shares of Common Stock, subject to forfeiture and restrictions on transfer, granted under Corning’s
Incentive Stock Plans as well as options to purchase shares of Common Stock exercisable within 60 days
under Corning’s Stock Option Plans. Messrs. Brown, Cummings, Gund, Hennessy, Houghton, Knowles,
O’Connor, Ruding, Sit, Smithburg, Tookes, Weeks, Flaws, Gregg, Miller and Volanakis and Mses. Rieman
and Warrior have the right to purchase 57,380; 0, 57,380, 57,380; 3,201,310; 29,720; 14,928, 55,270; 9,494;
57,380; 53,020; 4,668,195; 2,145,373; 1,891,645; 555,500; 2,685,381; 55,270 and 1,770 sharcs, respectively,
pursuant to such options. All directors and executive officers as a group hold options to purchase 20,179,071
such shares.

{2) Includes shares of Common Stock, subject to forfeiture and restrictions on transfer, issued under Corning’s
Restricted Stock Plans for Non-Employee Directors.

(3) Includes shares of Common Stock held by J. P. Morgan Chase & Co. as the trustee of Corning’s Investment
Plans for the benefit of the members of the group, who may instruct the trustee as to the voting of such shares.
If no instructions are received, the trustee votes the shares in the same proportion as it votes the shares for
which instructions were recetved. The power to dispose of shares of Common Stock is also restricted by
the provisions of the Plans. The trustce holds for the benefit of Messrs. Weeks, Flaws, Gregg, Miller and
Voianakis, and all dircctors and executive officers as a group the equivalent of 10,506; 15,424, 8,783; 3,567,
0 and 82,884 shares of Common Stock, respectively. It also holds for the benefit of all employees who
participate in the Plans the equivalent of 31,863,447 shares of Common Stock (being 2.03% of the Class).

(4) Messrs. Brown, Cummings, Gund, Hennessy, Houghton, O’Connor, Ruding, Sit, Smithburg and Tookes
have credited to their accounts the equivatent of 49,686; 1,438; 83,091; 89,530; 1,705; 85,223; 19,532; 15,130;
110.077 and 36,200 shares, respectively, of Common Stock in phantom form under Corning’s Deferred
Compensation Plan for Directors. Deferred fees will be paid solely in cash.
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(5) Includes 288,396 shares held in trusts by Market Street Trust Company as a co-trustee for the benefit of Mr.
Houghton, as income beneficiary. Does not include 2,878,183 shares held in trusts by Market Street Trust
Company, as to which Mr. Houghton disclaims beneficial ownership, Market Street Trust Company is a
limited purpose trust company controlled by the Houghton family. the directors of which include James R.
Houghton and other Houghton family members. 20,000 of these shares are pledged as sccurity. '

(6) Docs not include 709,060 shares owned by the spouses and minor children of certain executive officers and
directors as to which such officers and directors disclaim beneficial ownership.

{7) Unless otherwise indicated, does not exceed 1% of the Class of Common Stock. As of December 31, 2006,
all directors and exccutive officers as a group pledged 20,000 such shares.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires Corning’s dircctors and certain
of its officers to file reports of their ownership of Corning Common Stock and of changes in such ownership with
the SEC and the New York Stock Exchange. Regulations also require Corning to identify in this proxy statement
any person subject to this requirement who failed to file any such report on a timely basis.

To Corning’s knowledge, based solely on its review of the copies of such reports furnished to Corning and
written representations that no other reports were required, during the fiscal year ended December 31, 2006, all
Section 16(a) filing requirements applicable to its officers, directors and greater than ten-percent bencficial owners
were mel.

Compensation Discussion and Analysis

The Compensation Committee of the Board of Directors (the “Committee”), composed entirely of outside
directors, is responsible to the Board of Directors and to our shareholders for executive compensation at Corning

LTS

(“we”, “us”, “Corning” or the “Company™). The Compensation Committec sets the principles outlined in the
Company's compensation philosophy, reviews and approves executive compensation levels (including cash
compensation, equity incentives, benefits and perquisites for executive officers} and reports their actions to the
Board of Directors for review and, as necessary, approval.

This Compensation Discussion and Analysis (“CD&A”) describes:

¢ how and why the Committee establishes executive compensation at Corning;
¢ the objectives of the various compensation programs; and

e how performance metrics arc selected and evaluated for the various performance-based variable
conipensation programs.

After a short introduction entitled “Setting the Context For Compensation Philosophy”, this CD&A has been
prepared in a Question and Answer format in order 10 more easily address the following key questions:
I.  Whatare the philoéophy and objectives behind the Company’s compensation ptograms?
What is each clement of compensation?
Why does the Company choose to pay cach element?

2

3

4.  What is the compensation program designed to reward?

5. How does the Company determine the amount (and when applicable, the formula) for each clement?
6

How does each compensation clement and the Company’s decisions regarding that element fit into the
Company’s overall compensation objectives and affect decisions regarding the other elements?




7. Are there any anticipated changes in compensation practices that the Company intends to implement
prospectively?

8. What are the Company’s stock option grant practices?
Setting the Context for Compensation Philosophy

We believe setting the context for compensation philosophy is critical in understanding how executive
compensation is designed and administered at Corning. Within this CD&A, the rcader will be referred to this
section for a better understanding of the executive compensation program. As used in this CD&A:

¢ The “Named Executive Officers” are the five officers of the Company listed in this proxy.

e  The “Officer Group” is a group of approximately 50 corporate officers, assistant officers and other senior
executives. All of the Named Executive Qfficers are part of the Officer Group.

» The “Executive Group” is a group of approximately the top 200 employees (in terms of responsibility
and pay) in the Company. All of the Named Executive Officers and members of the Officer Group are
members of the Executive Group.

» [Institutional Heritage and Strategic Framework: Corning is one of a handful of U.S. companics that has
been in existence for over 150 years. We believe that our heritage and long-term success are duc to our approach
to the management and development of one of our most key resources: our people. in addition, our strength in
technology and process innovation is and will continue to be vital to our growth. Management and our Board of
Directors have agreed to a Strategic Framework, supported by Annual Operating Priorities that set the management
operating agenda each year.

¢ Strategic Framework: The Strategic Framework is based on t'hc following key principles:

*  We need to grow — we will do this through global innovation;

¢ We also need financial stability and balance in order to be able to successfully manage through the
volatility that is inherent in growing through innovation.

Corning has frequently had long development cycles for major new technology innovations. Development
can often take 10 to 20 years before new technology becomes a major operating business (such as optical fiber,
automotive substrates and glass substrates for liquid crystal displays). Patient investment over many years, a
continuity of people, and a collaborative culture of working together with people across varied businesses are
important ingredients in our long-term success.

Qur historical investments in Research Development & Engineering show our strong commitment to innovation
and building long-term value by bringing new ideas to market, sometimes far into the future. This means that our
management must constantly balance what is good for us today versus what is good for us tomorrow, thereby
protecting the heritage of our 150+ year old institution and building long-term value.

o  Annual Operating Priorities: The Annual Operating Priorities define the key annual objectives necessary
to achieve our plan, In 2006, they were:

¢ Protect financial health;
e Improve profitability;
s Invest in the future; and

e« Live the values.
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These annual objectives are measured and monitored by looking at performance metrics (such as adjusted
net income). financial stability metrics (such as cashflow and investment grade ratings), and progress towards
advancing the innovation portfolio.

1. What are the philosophy and ebjectives behind the Company’s compensation programs?

Executive Compensation Philosophy—General Objectives

Keeping in mind the context above, the goal of the Company’s compensation program is to provide motivational
and competitive compensation offerings to ensure our success in attracting, developing and retaining our key
executive, managerial and technical talent within Corning’s current staff and operating units. Having the right
talent is critical to supporting and achieving the Annual Operating Priorities.

The Commitice belicves that executive compensation should be based on objective measures of performance at

the individual, business unit and corporate (i.e. company-wide) levels, with the variable compensation opportunities
of the Named Executive Officers based solely on corporate financial performance.

Compensation Strategy—Key Principles ' -

The Committee’s basic strategic compensation principles are as follows:

o Compensation Should Encourage a_Team-based Approach_to Management: Given the experience and
skills of the current non-CEQ Named Executive Officers, the total direct compensation (base salary
+ cash bonuses + long-term incentives) for the non-CEQ Named Executive Officers is deliberately
positioned closer to the CEO than at other benchmark companies. The Committee believes this incents
a collaborative culture and decision-sharing approach of the senior management team. In addition, the
Company provides cquity based incentives to over 30% of its global salaried workforce and annual cash
bonus incentives to almost 100% of the global workforce to encourage this team-based environment.

The annual cash bonus opportunities for the Named Exccutive Officers are based 100% on corporate
financial performance. Corporate financial performance goals are also contained in the other annual cash
bonus plans of all other eligible employees. This common focus on corporate financial performance is
one way we drive performance and collaboration across each business and function for the benefit of the
whole Company. ' .

o Executive Pay Should Be in Line with External Benchmarks: The Committee reviews cach clement of the
compensation program and total compensation opportunities for the Named Executive Officers against
market surveys and proxy data obtaincd from several compensation consulting firms, The Company
currently participatcs in and uses threc general executive compensation surveys to benchmark its
Executive Group positions:

+  Mercer 2006 $&P 500 Exccutive Survey;
« 2006 Buck (iQuantic) Executive Survey;
« 2006 Radford Exccutive Survey.

Given our diversificd businesses, the history of unique innovations behind our product offerings, and the
global nature of our operations, we lack any pure peer companies against which the Committee is able to
benchmark. As a result, in addition to the three general surveys, we also use proxy data obtained from
service providers, such as Equilar, Inc., to review the actual compensation levels for the Named Exccutive
Officers in a variety of manufacturing and service industries that are similar in size or have similar
financial characteristics (looking at many factors such as revenues, net income, number of employees,
matket capitalization) to the Company (the “Comparison Companies”).
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Part of Corning’s success is derived from its investments in several equity companies. For example,
Corning’s share of the revenues from these equity companies ($4.0 billion) is not consolidated into
Corning’s net sales. However, Corning’s share of the equity earnings from these companies is included in
Corning’s net income. Thus, net sales alone do not completely reflect the size and complexity of Corning
when compared to other companies,

In developing the general list of Comparison Companies for the 2006 Committee review, the Company
identified approximately 40 publicly traded manufacturing and service companies (which companies are
listed in Appendix 1 attached to this CD&A) that met the following general screening criteria:

* revenucs in the range of $3.5 billion to $9.5 billion and median revenues of approximately $7 billion;
= more than 15,000 employees; and
* market capitalizations above $7 billion.

In arriving at the list of 40 companies we excluded all companies in markedly different industries from
Corning such as banking, financial services, airlines, raitroads and retail.

We note that some external governance rating organizations compare Corning’s exceutive compensation
levels to other companics with the same or similar Standard & Poor’s Global Industry Classification
Standard (GICS) codes. Many of these companies within this list of ten to fifteen companies arc
significantly smaller than Corning based on various financial metrics (e.g. many of the companies in
the list have revenues significantly below $2 billion, total number of employees below 8,000, net income
below $100 million and market capitalizations below $5 billion). The Committee does not believe that
they are all meaningful for benchmarking executive compensation.

Compensation Should Relate to_Performance: Executive compensation will reward performance and
contribution to both short-term and long-term financial performance and shareholder value. The key
corporate financial performance metrics utilized in 2006 for Company incentive plans (discussed in
greater detail under “Performance Metrics™ in question 4 of this CD&A) are adjusted Net Income, adjusted
Earnings Per Share (“Adjusted EPS”) and Operating Cashflow.

Incentive Compensation Should Be u Greater Part of Total Compensation For More Senior Positions: As
employees assume greater responsibilities and have the opportunity to enhance Company performance
and create more shareholder value, an increasing share of their total compensation package will be
derived from variable incentive compensation (both of a long and short-term nature) which is contingent
on achieving objectives producing improvement in business and/or corporate performance,

The Interests of our Executive Group Should Be Aligned with Shareholders: We use stock option and
performance share grants to align the long-term interests of our Executive Group with those of shareholders.
We balance the use of performance shares linked to corporate financial performance metrics with the use
of stock options, the value of which is derived from improving the share price.

Corning Executives Should Own Stock: We believe stock ownership fosters commitment to fong-term
shareholder value. While not setting explicit dollar or share ownership guidelines for our Executive
Group, the Committee annually reviews the stock holdings of at least 20 members of the Officer Group
(including all of the Named Executive Officers) to ensure that such executives retain meaningful
ownership of Corning stock. When this review was last conducted in April 2006, the Named Executive
Officers had actual and phantom holdings {c.g. amounts invested in a Corning stock bookkeeping account
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through nonqualified deferred compensation plans) in Corning stock of at least 10 times their annual base
salary which is well above the average benchmarked ranges of two to five times base salary for similarly
situated named executive officers at other companies. Given these significant stock holdings, no new
stock ownership policies or procedures were proposed for action in 2006. The next such review will take
place in April 2007.

We have established a policy that no member of the Officer Group or director may sell or buy publicly
traded options on Corning securitics, nor trade in any Corning stock derivatives. In addition, these
individuals may not engage in transactions in which he or she may profit from short-term speculative
swings in the value of Corning stock utilizing “short sales” as well as “put” and “call” options.

Compensation Deductibility

As a matter of practice, the Committee intends to set performance-based goals annually under the Company’s
various variable compensation plans and to deduct compensation paid under these Plans and gains realized from
stock options to the extent consistent with the provisions of Section 162(m} of the Internal Revenue Code of
1986, as amended. However, the Committee may conclude that paying non-deductible compensation is consistent
with our shareholder’s best interests for certain events. Corning’s current performance-based incentive plans
(including the annual cash bonuses paid under the Performance Incentive Plan and stock options and performance
shares awarded under the Corporate Performance Plan) are operated in compliance with Section 162(m) to ensure
that compensation paid under those programs is deductible.

Accounting Treatment

In designing our total compensation and benefit programs, we review the accounting implications of our
decisions. We seek to deliver cost-effective compensation and benefit programs that meet our needs and the needs
of our employees.

Role of the Compensation Committee

The role and responsibilities of the Committee are. defined in the Committee Charter {refer to Appendix “B”
attached to this Proxy statement and summarized on page 10 of the Proxy Statement).

It is our practice that any and all compensation decisions affecting the Officer Group must be reviewed and
approved by the Committee. In addition, each year the Committee engages an independent outside executive
compensation consultant to conduct a review of items such as the following:

a)  the Company’s executive compensation policies, practices and designs;

b}  the mix of pay and total compensation levels established for the Executive Group compared to external
benchmarks; and

¢)  developing market trends.

The Committee selected Hewitt Associates as their independent consultant. This selection was made without
the input or influence of management. The independent consultant provides no other compensation or benefit
consulting services to the Company.

Role of Executive Management in the Executive Compensation Process

Corning’s Senior Vice President, Global Compensation and Benefits, working closely with other members
of Corning’s Human Resources, Legal and Finance departments, is responsible for administering executive
compensation.
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The Senior Vice President, Global Compensation and Benefits discusses with the Committee significant
proposals or topics impacting executive compensation at the Company. Committee members review and adjust
the proposals before approving and presenting final recommendations to the Board of Directors for review and,
ag necessary, approval. For example, any changes to the total compensation affecting the Executive Group
or any significant changes in plan design or features are reviewed before the Committee meeting with one or
more members of the Committee. After adjusting for any comments from Committee members, the proposed
compensation actions are reviewed, discussed and approved by the Committee at one of its regularly scheduled
meetings before being reported to the Board of Directors.

Our Chief Executive Officer and our Executive Vice President and Chief Administrative Officer are invited
to attend Committee meetings, although they leave the room during discussions and deliberations of individual
compensation actions affecting them personally, Our Vice Chairman and Chief Financial Officer has not attended
Committee meetings. Effective with the October 2006 Committee meeting, he is provided with a copy of the
Committee meeting materials that are mailed in advance to all Committee members as well as a copy of the
minutes prepared after the meeting.

2. What is each element of compensation? and
3. Why does the Company choose to pay each element?

For the Named Executive Officers, approximately 80% of the annual targeted total direct compensation package
is variable pay (both annual cash bonus and long-term incentives) that is based on financial performance and
shareholder returns. The specific elements of the total compensation package for the Named Exccutive Officers
are described below.

Executive Compensation Program Design — Mix of Pay

The elements of our executive compensation program are:

* Base salary;

*  Annual cash bonuses (the two cash bonus plans are referred to as the “Performance Incentive Plan™ and
“GoalSharing™);

¢ The “Corporate Performance Plan” which consists of performance shares linked to corporate financial
performance and stock options;

e Limited (not annual) grants of time-based restricted stock to meet specific needs; and
¢ Employee benefits and perquisites.

Each element of the executive compensation program is imporiant,

o Base Salary: We pay a competitive base salary as the Committee does not believe that 100% of an executive’s
total compensation package should be at risk. We adjusted the base salaries of the Named Executive Officers
effective January 1, 2006. As there were no significant changes in roles for the Named Executive Officers in 2006,
each Named Executive Officer received an increase of approximately 4%, which was equal to Corning’s general
salary increase budget for U.S. salaried employees in 2006,

® [Performance Incentive Plan: Each year, the Committee reviews and approves an annual cash bonus target
for each member of the Executive Group (as a percentage of the executive’s base salary) under the Company’s
Performance Incentive Plan. Annual bonus targets for the Named Executive Officers range from 75% to 100%
of base salary for each Named Executive Officer (refer to Footnote (5) to the Summary Compensation Table on
page 33). The Named Executive Officers may earn from 0% to 200% of their individual target depending on
actual corporate financial performance compared to the goals established for the plan. For additional discussion
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of corporate financial performance, please see question 4 of this CD&A. Amounts earned under this plan are
combined with the GoalSharing (as described below) bonus and reported in the “Non-Equity Incentive Plan
Compensation” column of the Summary Compensation Table.

Individual cash bonus targets arc determined by looking at (1) external equity by referring to the total cash
opportunitics in various external executive compensation surveys for individuals with similar roles and (2)
internal equity within the Company based on a subjective determination that considers factors such as the scope of
responsibility, experience, skills and sustained results an executive delivers over time. Anindependent consultant
hired by the Committee assists in this review of the total compensation for the Named Executive Officers and
members of the Officer Group.

In addition to the Named Exccutive Officers, the Executive Group and over 3,000 non-exccutive employees
arc eligible for awards carned under the Performance Incentive Plan with 50% of the plan opportunity based
on corporate financial performance, thus providing a strong and consistent linkage to corporate financial and
strategic priorities across the Company.

o  GoalSharing Plan: Almost all of our global hourly and salaried employees are cligible to participate in
an annual GoalSharing Plan, a variable pay plan which generally provides eligible employees an opportunity to
carn from 0% to 10% of their annual basc salary based on actual achievement compared to the various business
performance objectives established annually for these plans.

Our Named Exccutive Officers are also cligible for awards of 0% to 10% of base salary under this plan. This
common program design provides an incentive for driving continuous improvement across all of our businesses
and functions by motivating all employecs to achieve the business objectives that support the Annual Operating
Priorities and reinforces our team-based culture. The Named Executive Officers receive cash bonuses equal to
the weighted average percentage of all payouts earned by employees under the various business and functional
GoalSharing plans times the Named Executive Officer’s base salary. Amounts earned under this plan are reported
along with the Performance Incentive Plan bonus in the “Non-Equity Incentive Plan Compensation” column of the
Summary Compensation Table.

s Corporate Performance Plan: We award long-term equity incentives annually to the Executive Group
under our Corporate Performance Plan at the December Comumittec meeting. These awards represent the largest
component of the total pay package for the Named Exccutive Officers. We utilize a mix of performance shares
linked to corporate financial performance (refer to “Performance Metrics” in question 4 of this CD&A) and stock
options to motivate and reward long-term performance.

For 2006, performance shares represented approximately 50% of the total targeted value of long-term incentives
under the Corporate Performance Plan. Approximately 50% of the targeted value was delivered through the
granting of stock options. Corning has had significant experience with this particular plan design. We belicve that
the balance of performance shares and stock options support the goals of improving financial performance and
achicving long-term improvements in sharcholder value. The targeted valuc of performance shares are converted
1o share awards at the fair markct value of stock on the date of grant. Each executive may eventually carn more
or less than the initial target value depending on both actual corporate financial performance and the change in
stock price from the date of grant until the awards vest or the stock option vests and the executive exerciscs the
stock option.

Awards of performance shares may range from 0% to 150% of the target award provided to cach exccutive
bascd on actual annual results compared to the annual predetermined financial goals set by the Committee.
Given the high level of uncertainty often associated with growing through innovation, we currently use a one-
year performance period for calculating the actual number of performance shares earned under the Corporate
Performance Plan. A fter the one-year performance period, any shares earned remain unvested for two additional
years and arc subject to stock price fluctuations during that time. This two-year vesting period after the shares
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are carned assists the Company in its goal of retaining its critical talent since the shares are subject to forfeiture
provisions during the vesting period (except for terminations of employment resulting from death, disability or
retirement or other exigent circumstances as determined by the Committec).

We belicve that equity incentives are preferable to cash in a long-term plan design for several reasons:

+ Equity incentives are a very common form of pay in most publicly traded companies — we use these
incentives Lo enable us to remain competitive in attracting and retaining executives to the Company;

¢ The ultimate value of performance shares and stock options is impacted by share price gains or losses,
thus linking executive returns to the returns experienced by all sharcholders during the performance and
vesting periods;

* Once vested, stock options provide flexibility for the executive in deciding when to exercise the option
and recognize taxable income; and

* Equity incentives provide an opportunity for executives to increase share ownership in the Company.

s Time-Based Restricted Stock:  We grant time-based restricted stock (shares of restricted stock not linked
to performancce) sparingly for purposes of recognition or for special retention situations. The Named Executive
Oftficers did not receive any time-based restricted stock grants in 2006.

* Employee Benefirs:  Our Named Executive Officers are eligible for the same employee benefit plans in
which all other eligible U.S. salarted employees participate. These plans include medical, dental, life insurance,
disability and qualified rctirement plans. In addition, we maintain nonqualificd retirement plans with the same
general plan features and benefits as our qualified retirement plans for all U.S. salaried employces affected by tax
law compensation, contribution and/or deduction limits, Corning does not fund these nonqualified plans, so these
accounts arc held as unsecurcd liabilities of the Company.

*  JPerguisites and Other Berefits:  In addition to the standard benefits available to all eligible U.S. salaried
employces, the Named Exccutive Officers are eligible for the following additional perquisites and other benefits:

e Executive Supplemental Pension Plan (“SERP”) — We maintain a nonqualificd executive supplemental
pension plan for approximately 30 activé members of the Officer Group including all of the Named
Exccutive Officers, Retirement benefits are based on the participant’s cash compensation (base salary
plus annual cash bonuses). Long-term incentives do not impact these retirement benefits. For additional
details of the bencfits and plan features of the SERP, please refer 1o the section entitled “Retirement Plans”
in this proxy statement beginning on page 39.

We maintain a SERP for the following reasons:

® To reward and retain the long-scrvice individuals that arc so critical to understanding and
implementing Corning’s growing through innovation strategy. Most participants under the plan
retire from Corning with more than 20 to 30 years of service.

* To provide a reliable and competitive retirement benefit that is independent of other forms of
compensaiion. Given the inherent volatility of performance-based awards and equity incentives,
the Company belicves that providing a reliable, competitive form of retirement income
(independent of other elements of compensation) to participants under this plan is consistent with
its focus of balancing short and long-term interests while growing through innovation.

While we seck to maintain well funded qualified retirement plans, we do not have a practice of funding
our nonqualificd benefit plans. The design of the SERP was modified in late 2006. For additional details,
please refer to “Retirement Plans — Supplemental Pension Plan and Exccutive Supplemental Pension Plan™
on page 40, 25
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¢ Executive Allowance Program - In 2006, we provided the Named Executive Officers with an annual
executive allowance that could be used for a combination of various professional services (such as
financial counseling, tax preparation, estate planning and investment advice), limited personal aircraft
rights on corporate aircraft, and home security. We modified the program effective January 1, 2007 to
eliminate the various professional services from the list of eligible services leaving only limited personal
aircraft rights and home security services as eligible benefits under the allowance program. The Named
Executive Officer is responsible for all taxes on any imputed income resulting from this program.

We closely monitor total business and personal usage on our planes and scek to keep all personal usage at
a low percentage of total usage. The Committee believes that a well-managed program of limited personal
aircraft rights, especially given the limited commercial flight options available in the Corning, New York
area, provides an extremely important benefit at a reasonable cost to the Company. The Committee
believes this helps Corning attract and retain its senior executive talent while also enabling our Named
Executive Officers to continue to conveniently and safely conduct and discuss business operations even
while traveling for personal reasons. For additional details, refer to the footnote relating to “All Other
Compensation” included with the Summary Compensation Table.

e Executive Severance Apreement — We have entered into severance agreements with each Named
Executive Officer. The severance agreements are designed to provide clarity for both the Company
and the executive if the executive is fired. By having an agreement in place, we intend to avoid the
uncertainty, negotiations and potential litigation that may otherwise occur at the time of termination.
The agreements are competitive with market practices at many other large companies and are helpful in
retaining senior executives. Additional details can be found under “Arrangements with Named Executive
Officers” beginning on page 42.

¢ Executive Change-in-Control Agreement — Corning has over a 150 year history as an independent
company. Given the uniqueness of Corning, including the importance of understanding our technology
and processes, the Committee believes that it is in the best interests of shareholders, employees and
the communities in which the Company operates to ensure an orderly process if a change-in-control
of the Company were to occur. The Committee believes that it is important to prevent the loss of key
management personnel (who would be difficult to replace) that may occur in connection with a potential
or actual change-in-control of the Company. We have thus provided each Named Executive Officer with
change-in-control agreements (separate from the severance agreements described above). The change-
in-control agreements have a double trigger severance provision (i.e. the executive’s employment must be
terminated following a change-in-control) and a golden parachute excise tax gross-up provision. Additional
details about the specific agreements can be found under “Arrangements with Named Executive Officers”
beginning on page 42.

Effective for all executive severance agreements and executive change-in-control agreements entered into after
July 21, 2004, the Committee and the Board of Directors approved a policy to limit benefits that may be provided
to an executive under any new agreement to 2.99 times the executive’s annual compensation of base salary plus
target bonus (the “Overall Limit”). All of the Named Executive Officers had pre-existing severance and change-
in-control agreements that were executed prior to July 21, 2004 and are thus not affected by this Overall Limit.

4. What is the compensation program designed to reward?

Over the longer-term, we seek to sustain and improve the Company’s financial performance (e.g. profitability,
cashflow). However, we recognize that growing through innovation is not always precisely predictable so there
may be individual years where our growth rate is anticipated to stow'down, flatten or even fall. Our performance-
based variable compensation programs reward financial performance compared to the budget established for the
year. Setting goals in any one year requires management and Committee judgment. These goals (and the approved
adjustments from reported earnings as described below) are approved by the Committee and communicated to
plan participants in February of each year.
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Corning’s annual goals are sct at the conclusion of the budget process cach year. In June of each year, Corning’s
senior management reviews all of the long-range plans of each business unit as well as a consolidation of those
plans into the long-range plan for the Company. Preliminary goals for the next year’s plan are set based on
management’s judgment after considering the risks and variability embedded in the underlying business unit
plans, cconomic trends related to the business and overall economy, anticipated plan performance versus our
strategic financial performance goals and external expectations for our performance.

In November of each year, Corning’s senior management reviews the annual budgets submitted for each business
against the preliminary goals sct in June and sets the overall budget for the Company for the following year. That
budget is presented to the Board of Dircctors in December for their discussion and approval of the capital spending
plan. In early February, the Committee receives management’s recommendations for the compensation plan
performance metrics and sets the final targets for the year.

Performance Metrics

» Performance Incentive Plan: For 2006, the performance goal on which annual cash bonuses for the
Named Executive Officers was based for the Performance Incentive Plan was Adjusted Net Profit After Tax. The
adjustments to reported earnings to arrive at Adjusted Net Profit After Tax in 2006 were similar to the adjustments
in 2004 and 2005. These adjustments are made in order to eliminate the potential windfall or penalty for non-
recurring {and often non-cash) charges and gains. This allows the employees and executives of the Company to
focus on improving operational performance while taking the appropriate special actions whenever necessary to
benefit the Company and its shareholders.

For example, based upon the Committee’s review and approval at the beginning of the year, the following
special items were excluded from the Adjusted Net Profit After Tax calculation for 2006:

¢ One-time gains or charges from execution of financing activities (c.g. issuances or retirement of debt or
equity);

* Impact of Pittsburgh Corning proposed settlement;

= lmpact from discontinued operations;

¢ Restructuring and impairment charges and credits;

¢ Bankruptcy-related gains or charges at Dow Corning;

* Impact of accounting changes that caused a variance from budget; and

e Impact of the provision or reversal of valuation allowances against deferred tax assets.

The range of 2006 Performance Incentive Plan goals were established with the following considerations:

*  Minimum goal (0%) established by applying judgment based on both the 2005 actual results and the 2006
budget. f Adjusted Net Profit After Tax did not exceed this goal in 2006, the Named Exccutive Officers
would receive nothing (0%) under the Performance Incentive Plan.

e Target goal (100%) established at 2006 adjusted budget for Net Profit After Tax. The adjusted budget
number for 2006 was cstablished as a 25% improvement over the minimum goal. If Adjusted Net Profit
After Tax met this goal for 2006, the Named Executive Officers would receive 100% of their target award
under the Performance Incentive Plan.

* Maximum goal (200% of target) established at a further 13.3% improvement to the target goal for 2006. If
Adjusted Net Profit After Tax met this goal for 2006, the Named Executive Officers would receive 200%
of their 1arget award under the Performance [ncentive Plan.
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The actual scale of Adjusted Net Profit After Tax used in 2006 was as follows:

Adjusted NPAT

(in millions) PIP Payout
$1,700 200%
$1,625 150%
$1,575 110%
[ TARGET $1,500 100% |
$1.425 90%
$1,325 50%
$1,200 0%

Actual results for 2006 exceeded the 200% maximum level under the Plan.

o Performance Share Awards: For 2006, performance share awards under the Corporate Performance Plan
were bascd upon two equally weighted goals: (1) adjusted EPS and (2) Operating Cashflow. Adjusted EPS is
earnings per share excluding the special items discussed above for Adjusted Net Profit After Tax. The minimum,
target, and maximum levels for Adjusted EPS and Operating Cashflow were as follows:

Operating
Performance Cashflow

Adjusted EPS Shares Payout (in millions)
$1.078 150% $1,640
$1.030 125% $1,590
$0.998 105% $1,550

| TARGET $0.951 100% $1,540 ]

$0.903 90% $1,510
$0.840 50% £1,450
$0.761 0% $1,375

Operating cashflow was added as the second performance metric starting in 2005 at the request of the Committee.
The Committee felt that it was important to the long-term success of the Company to focus attention on generating
cash in addition to improving Adjusted EPS. Both the Company and the Committee believe that these metrics are
appropriate for motivating and rewarding behavior that leads to improvement in operating performance and focus
on total Company results.

Actual results for 2006 exceed the 150% level for both Adjusted EPS and Operating Cashflow under the Plan.

5, How does the Company determine the amount {and when applicable. the formula) for each element?

Establishing Executive Compensation

The Committee considers many factors in establishing executive compensation. Such factors include professional
experience (including, for senior executive positions, a thorough understanding of Corning’s innovation process),
sustained performarce over time (under both positive and negative business cycles), ability to take on additional
future responsibility, uniqueness of skill or difficulty to replace and the relative importance and contribution of
the individual in delivering Corning’s corporate, business and functional priorities.

We and the Committee also refer to executive compensation survey data to gauge the external market for

pay practices and pay levels. In establishing toal compensation levels for each Named Executive Officer, the
Committee exercises judgment in balancing this external data against Corning’s internal objectives.
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Benchmarking Executive Compensation

In cstablishing competitive exccutive pay levels, we generally seck to position CEO total cash compensation (at
target) and CEO total direct compensation (at target) around the median of the market looking at all of the various
survey sources Corning uses. Howcver, as stated in the “Setting the Context For Compensation Philosophy”
section of this CD&A, the Committee also considers other factors in setting the CEO’s pay including individual
performance, ability to meet strategic objectives and long-term investment and financial stability goals.

The Committec has deliberately positioned the target annual cash compensation (base salary + cash bonuses)
and the target total dircet compensation {base salary + cash bonuses + long-term incentives) of the other Named
Executive Officers closer to the CEO than may be the case at many other companies. As a result, the Committee
finds that target total direct compensation for the remaining Named Exccutive Officers is generally in the “Top
Quartile” of the survey sources used by the Committee as external benchmarks. However, the Committee believes
this positioning is appropriate based upon the experience, skills, collaborative style of teadership and performance
of these current Named Executive Officers.

Given our use of performance-based compensation (annual cash bonuses and performance shares), actual pay
positioning in any year may be above or below this initial targeted position depending on actual performance
compared to the eslablished objectives. The value derived from vested stock options depends on the increase in
Corning’s stock price. if any, from the date of grant to the date of exercise by the executive.

6. How do each compensation element and the Company’s decisions regardmg that element fit inte the

Different elements of the total pay package serve different objectives. A competitive base salary and benefits
package is designed to attract and retain employees by providing them with a stable source of income and security
over time. Annual cash bonuses are variable and designed to motivate and reward executives or employees who
make a positive impact on the individual, business and corporate Annual Operating Priorities for the year. For
more information about Annual Operating Prioritics, please refer to “Sctting the Context For Compensation
Philosophy™ in this CD&A. Long-term incentives arc also variable and linked directly to improvements in overall
corporate financial performance. The usc of equity compensation (performance shares and stock options) supports
the objectives of encouraging stock ownership and sharing in both the positive and negative stock price returns
cxpericnced by other sharcholders.

In developing annual cash bonus plans and grants of equity compensation, the Committee looks to deliver a
market-competitive pay package cach year. We historically have had poor perforimance years with zero bonus
payments and underwater stock options that never realized any value, as well as strong performance years with
above target bonus payouts and opportunities for wealth accumulation through equity incentives. Given the
volatility in Corning’s stock price over many ycars, the Committee does not believe it is appropriate to take into
account current stock holdings or past compensation in establishing pay for the coming year.

prospectively?

The basic compensation objectives, plan designs and features have becn in place for scveral years. At the
current time, we do not anticipate making significant changes to our total exceutive compensation program in 2007.
However, on December 6, 2006, the Committee modified the Executive Allowance Program, cffective January |,
2007, to climinate payments for professional services (e.g. financial counscling, tax preparation, investment/estate
planning) for the Named Executive Officers. Eligible benefits under the 2007 program are limited to personal
aircraft rights and home security costs for the Named Executive Officers.
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8. What are the Company’s stock option grant practices?

The Committec approves at its normally scheduled meetings 100% of stock options awarded to the Officer
Group and almost all stock options awarded to employees. In 2006, approximately 6% of the total stock options
awarded 10 employecs were “reload” options that are granted in accordance with the provisions of stock options
awarded prior to February 28, 2003. The reload feature was no longer included in grants of stock options made
on or after February 28, 2003. Please refer to footnote 1 associated with the “Option Exercise and Shares Vested”
table.

The Committee has delegated limited authority to Corning’s Executive Vice President and Chicf Administrative
Officer to make the following limited grants of stock options and/or restricted stock:

e Stock option grants to some new-hire non-executive employees are awarded on the first business day of
the month following their date of hire, at the closing price in effect on that grant date. There were a total
of 20,000 stock options awarded to new hire employees under this process in 2006.

e Stock option and/or restricted stock grants for purposes of special recognition, retention, or other reasons
throughout the year, These grants require two authorized signatures and are awarded on the date the
Senior Vice President, Global Compensation & Benefits and the Executive Vice President and Chief
Administrative Officer sign the approval of the award (or at a fixed date in the future as specified at the
time of approval). For calendar year 2006, this delegated authority was limited to 300,000 total stock
options (with an individual limit of 25,000 stock options) and 100,000 total shares of restricted stock (with
an individual limit of 10,000 shares).

Actual grants approved under this limited delegated authority totaled 67,750 stock options and 38,000 restricted
shares in 2006 (or less than 1.0% of all such grants awarded in 2006).

The Executive Vice President and Chief Administrative Officer cannot make any grants to any member of the
Officer Group. The Committec reviews ail such grants authorized under this process at each regularly scheduled
Committlee meeting.

The Committee approves at its December meeting annual awards of stock options to the Executive Group
under the Corpotate Performance Plan. The timing of these awards coincides with the communication of other
compensation actions for these executives. For example, base salary increases awarded under the annual salary
review for the Exccutive Group are generally effective in January of each year. Awards to the Executive Group
under the Corporate Performance Plan are fixed and approved at the December Commitlce meeting with staggered
grant dates: 50% of the total option grant awarded at the December Committee meeting, 25% of the total option
grant awarded on the first day the New York Stock Exchange is open in January and 25% of the total option grant
awarded on the first day the New York Stock Exchange is open in February.

For the past five years, the Committee has staggered the grants of stock options to the Executive Group to avoid
basing awards on a single grant date. This is particularly important for grants to these exccutives given the larger
size of such grants compared to non-executive employees. The Committee belicves that this practice is fair and
equitable to both the Company and the Executive Group given the historical volatility of Corning’s stock price.
Over the past five ycars, the grant date prices in January and February have been both higher and lower than the
December grant date price.

Annual grants of stock options to non-executives are gencrally approved and awarded at the April Committee
meeting.

We use the closing price of Corning stock on the New York Stock Exchange on the date of grant as the grant
price of the stock options. This valuation method was adopted by the Committee at its October 4, 2006 meeting by
amending the Company’s 2005 Employee Equity Participation Program. Before that meeting, the Company used
the average of the high and low stock prices on the grant date as the grant price. This change was madc to ease the
administrative burdens of preparing the Company’s annual proxy report in the future by utilizing the same grant
price method adopted by the SEC for its “Grants of Plan-Based Awards” table.
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Appendix 1

Financial Data
All values in SMMs.

Most Recent Fiscal Year

MEkt.
FY Net Total Cap. FY 1Yr Ivr
Company End Revenues Income Assets End TSR TSR
Agilent Technologies Inc 10/05 $5.139.0 S 1410 5 6751.0 $13.7246 27.73% 32.53%
Air Products & Chemicals Inc 09/05 $8.1435 S 7117  S104088 $12.247.0 3.70% 11.55%
Alliel Corp 1205 §9.487.0  $ 13085  $24.013.1 5245629 9.98% 281%
Automatic Data Processing Inc 06/05  S8.499.1 $ 1,0554 5276154 $24.276.5 1.66% 0.03%
Avon Products Inc 12/05 380652 5 8476 5 47633 $12.7448 -2452% 3.87%
Baker Hupghes Inc 12/05  §71855 S 8744 S 738074 $21.381.2  43.56% 24.54%
Becton Dickinson & Co 09/05  $54147 § 6923 5 60720 $13.017.5 2.81%  24.00%
Boc Group Plc 09/05 38,5104 § 6176 5 87344 S20502.1 2995%  18.19%
Boston Scientific Corp 12/05 $6,283.0 § 6280 $ 8,196.0 $200955 -31.11% 4.83%
Ca. Inc. 03/05  $3.530.0 % 3.0 $11,0820 $159029 1.19% 7.69%
Campbell Soup Co 0705 $7.548.0 S 7070 $ 6,776.0 3126147 2321% 12.06%
Cooper Industries Ltd 12405 $4,7304 § 3911 § 52151 § 7.5253 9.71%  28.47%
Cox Communications Ine 12/04  $6.4250  §(1,165.1) $29.293.7 N/A 0.93%  -6.04%
Danaher Corp 12/05 $7.984.7 § 89738 $ 91631 S$172236 -2.72% 19.43%
Dover Corp 12/05 56.078.4 $ 4745 $ 65730 § 84350 -1.88% 13.24%
Ecolab Inc 12/05 345348 S 3195 $ 37966 S 9.0396 4.28% 14.61%
Fisher Scientific International inc 12/05 355794 § 3719 3 8.430.3 S 76830 -083% 27.17%
Fortune Brands Inc 12105 370612 § 5816 $13201.5 $114735 188%  20.71%
Hanson Pic 12/05 $6,755.8 § 7180 S11.7758 $41211.3  31.95%  38.92%
Heinz H J Co 04/05 $89123 § 7358 $10,577.7 $12,786.5 -0.52% -1.15%
It1 Industries In¢ 1205 §74273 %5 3144 $ 70634 § 96713  2259%  19.99%
L 3 Communications Holdings Inc 12/05 $9,444.7 § 5085 $11,909.1 § 9,138.7 220%  18.77%
Lucent Technologies Inc 09/65  $9441.0 § 11850  $16,4000 $144844 2.52%  62.31%
Micron Technology Inc 08/05 54,8802 $ 1880 § 80064 § 73603 348% -11.62%
Monsanto Co 0B/05  §62940 § 1570  S$10.579.0 S17,140.0  76.22%  52.79%
Nabors Industries Ltd 12/05 $3.551.0 $ 6487 $ 7.2304 $122834 4768% 29.01%
National Oiiwell Varco Inc 12/08 $4.644.5 $ 2869 S 66785 S$11.8478 7767% 42.13%
Newmont Mining Corp 1205 54406.0 S 3740 5139920 $25629.0 21.14%  23.19%
Parker Hannifin Corp 06/05  SB2151 § 5480 S 6.899.0 S 74218 560% 1039%
Phelps Dodge Corp 12/05 $8.287.1 S 1,556.4 $10.358.0 S$15.1974 51.77%  68.19%
Pitney Bowes luc 1205 $54922 § 5266  S10,6214 § 98034  -603% 12.02%
Praxair Inc 1205 $7.6560 S 7320 $10491.0 $17.375.2  21.59%  23.74%
Quest Diagnostics Inc 12705 $5.503.7 § 35463 $ 5306.1 S$10.183.5 8.47%  22.36%
Rockwell Automation Inc 09/05 $5.003.2 § 5184 § 4,5251 § 94763  38.71%  50.08%
Rohm & Haas Co 1205 $79940 & 6380 § 97270 SI109088 12.01%  16.51%
Secagate Technology 06/05 375530 8 7070 § 52440 S 83734 21.62% N/A
Stmicroelectronics NV 12/05 388820 § 2660 $12439.0 $166363 -637% -222%
Stryker Corp 12/05 $4.87L.5 § 6752 $ 49441 $18,100.6 -7.69% 10.03%
Thomson Corp 12/05  S8.703.0 S 9260  $194360 §22473.1 0.28% 11.75%
Weatherford International Ltd 12/05 §4.333.2 $  466.2 S5 85803 S13,397.7  41.13% 21.93%
Median §6.908.5 § 5996 $ 86574 $12.786.5 4.94%  18.77%
Mean $6711.3 S 567.3 5102669 S14.7142  14.16%  20.15%
25th Percentile $5.108.1 $ 3735 S 67329 3 97373 0.77%  10.21%
75th Percentile 581614 § 7215 S11.2555 5172994 2434%  25.85%
90th Percentile $8.8850 5§ 9389  S$167036 S$228338  4397% 43.72%
Minimum $3.530.0 5(1.165.1)  § 3.796.6 § 73603 -31.11% -11.62%
Maximum $9487.0 % 15564 $29.2937 S41211.3  77.67%  68.19%
Corning Inc 12/05  $4,579.0  $ 5850  $11,175.0 $30997.0 67.04% 81.10%
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Compensation Committee Report

We have reviewed and discussed the foregoing Compensation Discussion and Analysis with management. Based
on our review and discussions with management, we recommend 1o the Board of Directors that the Compensation
Discussion and Analysis be included in this proxy statement and in our Annual Report on Form 10-K for the year
ended December 31, 2006.

The Compensation Committec:
James J. O’Cennor, Chairman
John §. Brown

Gordon Gund

william D. Smithburg

Exccutive Compensation

The following tables and charts show for 2006 the compensation paid by Corning to its chicf executive officer,
chicf financial officer and the three other most highly compensated exccutive officers whose aggregate salary
and bonus exceeded $100,000. Based on the fair value of cquity awards granted to Named Executive Officers in
2006 and the base salary of the Named Executive Officers, “Salary™ accounted for approximately 13% to 20% of
the total direct target compensation of the Named Exccutive Officers while incentive compensation accounted for
approximately 77% to 80% of the total direct target compensation of the Named Executive Officers.

Summary Compensation Table

(a) (b {e)() ) () (NE3) @® (hy(6) (7 1))
Change in ’
Pension
Value and
Nongualified

Non-Equity Deferred
Option Incentive Plan  Compensation All
Name and Year Salary  Bonus Stock Awards Awards Compensation Earnings Gther Total
Principal Position % (%) (%) (%) ($) (3) (3) Compensation %)
Wendell P Weeks 2006 S 952,000 §— 82618216 $2.543.438 $ 1,972,068 $3.024.680 S 178492 S11,288.894
President And Chief
Executive Ofiicer
James B. Flaws 2006 759000 — 1,795,338 2.075,474(4) 1,268,669 2,148,228 218,448 8,265,157
Vice Chairman And
Chief Financial Officer
Kirk P. Gregg 2006 535000 —  1,189.361 1.367.808 840,753 1.475.708 139.122 5,547,752
Executive Vice President
And Chief Administrative
Officer
Dr. Joseph A. Miller 2006 563,000 — 1,244,606 1,577.505(4) 884,755 599474 111,337 4,980,677
Executive Vice President
And Chief Technology
Officer
Peter F. Volanakis 2006 780,000 —  1,795274 1,827,295 1,381.770 3,671,800 186,175 9,642,314

Chiel Operating Officer
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(1)

)

3}

@)

(5)

(6)

Each of the Named Executive Officers received a regularly scheduled salary increase of approximately 4%
cffective January 1, 2006.

The amounts in column () reflect the dollar amount recognized for financial statement reporting purposes
tor the fiscal year ended December 31, 2006, in accordance with FAS 123(R) of awards of restricted stock
and performance shares granted pursuant to the Corning Corporate Performance Plan and thus may include
amounts from awards granted in and prior to 2006. Assumptions used in the calculation of these amounts arc
included in footnote 18 to the Company’s audited financial statements for the fiscal vear ended December
31,2006 included in the Company’s Annual Report on Form 10-K filed with the SEC on February 27, 2007
There can be no assurance that the FAS 123(R) amounts will ever be realized.

The amounts in column (f) reflect the dollar amount recognized for financial statement reporting purposes
for the fiscal year ended December 31, 2006, in accordance with FAS 123(R) of stock option awards and
thus may include amounts from awards granted in and prior to 2006. Assumptions used in the calculation of
these amounts are included in footnote 18 to the Company’s audited financial statements for the fiscal year
ended December 31, 2006 included in the Company’s Annual Report on Form 10-K filed with the SEC on
February 27, 2007. There can be no assurance that the FAS 123(R) amounts will ever be realized.

Because Messsrs. Flaws and Miller are eligible for retirement based on their age and ycars of service with the
Company and their options will automatically vest upon retirement, the Company expenses the full value of
their options upon grant for purposes of FAS 123(R).

All of the annual cash bonuses paid to the Named Executive Officers are performance-based. Cash bonuses
are paid annually through two plans: (i) GoalSharing; and (ii) the Performance Incentive Plan. Awards
earned under the 2006 GoalSharing plan were 7.15% of each Named Executive Officer’s year-end base salary
and were paid in February 2007. Awards earned under the 2006 Performance Incentive Plan were based
on actual corporate performance compared to the Adjusted Net Profit After Tax goals established for the
plans in February 2006. As a result of actual performance, each of the Named Executive Officers earned
Performance Incentive Plan awards equal to 200% of their annual target bonus opportunities (established
as a percentage of annual base salary). Cash awards earned under the Performance Incentive Plan for 2006
will be paid in March 2007, The following table indicates awards earned under the Goalsharing Plan and the
Performance Incentive Plan:

Actual 2006 PIP 2006 2006
Base 2006 PIP  Performance 2006 PIP GoalSharing GoalSharing
Name Salary Target % Results % $ Award  Performance § Award
Wendell P. Weeks $952,000  100% 200% $1,904,000 7.15% $68,068
James B. Flaws 759,000 80% 200% 1,214,400 7.15% 54,269
Kirk P. Gregg 535,000 75% 200% 802,500 7.15% 38,253
Joseph A. Miller, Jr. 563,000 75% 200% 844,500 7.15% 40,2335
Pcter F. Volanakis 780,000 85% 200% 1,326,000 7.15% 55,770

The amounts in column (h) reflect the actuarial increase in the present value of the Named Executive Officer’s
benefits under all pension plans established by the Company determined using interest rate and mortality
rate assumptions consistent with those used in the Company’s financial statements and includes amounts
which the Named Executive Officer may not currently be entitled to receive because such amounts are not
vested.

Column (h) also is used to report the amount of above market earnings on compensation that is deferred
under the nonqualified deferred compensation plans. Corning does not have any above market earnings
under its nonqualified deferred compensation plan, also referred to as the Supplemental Investment Plan.
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(7) The following table shows “All Other Compensation” including amounts provided to the Named Executive
Officers under the 2006 Executive Allowance Program. On January 1, 2007, tax preparation, financial
counseling and other professional services were no longer eligible for payment for the Named Executive
Officers under the Executive Allowance Program. Personal aircraft rights and home security are the only
eligible services for the Named Executive Officers under the 2007 Executive Allowance Program. The value
of the personal aircraft rights in the table below was calculated using the incremental cost of providing such
perquisites and is calculated based on the average variable operating costs to the Company. Hourly rates are
developed using variable operating costs that include fuel costs, mileage, maintenance, crew travel expenses,
catering and other miscellaneous variable costs. The fixed costs that do not change based on usage, such as
pilot salaries, hanger expense and general taxes and insurance are cxcluded. The values for tax preparation/
financial counseling and other perquisites reflect the costs incurred by the Named Executive Officer and
reimbursed by the Company or the cost attributable to the perquisite.

Tax
Preparation/
Cempany Financial
Match Company Counseling
on Match on Value of (Including
Qualified  Supplemental  Personal Investment Other
401(k) Investment Aircraft and Estate Perquisites
Name Plan Plan Rights Planning) (i TOTALS
Wendell P. Weeks £10,554 $ 39,072 $41,820 $81,015 $6,031 $178,492
James B. Flaws 13,585 108,572 63,960 25415 $6,916 218,448
Kirk P. Gregg 6,667 47,017 47355 33,895 $4.188 139,122
Joseph A. Miller, Jr. 8.800 16,850 47.919 31,000 $6,728 111,337
Peter F, Volanakis 8.935 93,616 42,538 34,082 $6.984 186,175

(iy  The amounts include:
e cost attributable to home security;

e cost attributable to executive physicals; and
e cost attributable to service awards.

Grants of Plan-Based Awards

The table discloses the actual number of stock options and restricted stock awards granted and the grant date
fair value of these awards. It also captures potential future payouts under the Company’s non-¢quity and equity
compensation plans. There can be no assurance that the Grant Date Fair Value of Stock and Steck Option Awards
will ever be realized.
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Estimated Future
Payouts Under Non-Equity
Incentive Plan Awards

Estimated Futare

Payouts Under Equity
Incentive Plan Awards

(a) {b) () )(1) (eM1) {1 ®12) (hy2) (i2) (1)) k) U] {m} (n}
All
Other
Stock  All Other Grant
Awards:  Option Date
Number Awards: Exercise Closing  Fair
of Number of or Base Market Value
Shares Securities Price of Priccon of Stock
Date of of Stock Underlying Option'  Date and
Grant  Committee Threshold Target Maximum Threshold Target Maximum or Units Options  Awards of Option
Name Date Action {3 (3) (3) #) (#)} #) (#) {#) (5/8h) Grant Awards
Wendell P. Weeks n/ 50 5952.000 51,904,000
nfa ' 0 47,600 95,200
01/02/06  12/07/05 — 8(}.—750 $19.68  $19.66 $632,273
0X01/06  12/07/05 — 80,750 24.72 2505 735,633
12006/06  12/06/06 -— 136,500 21.89 21.89 1,063,335
12/06/06  12/06/06 0 123,000 184,500 2,692.470
James B, Flaws n/a 0 607,200 1,214,400
nf 0 37,950 75,900
01/02/06 12407105 — 38500 19.68 19.66 301,455
02/01/06  12/07/05 — 38500 24,72 2505 350,735
12/06/06  12/06/06 — 66,000 21.89 21,89  514.140
12/06/06  12/06/06 0 60,000 90,000 — 1,313,400
Kirk P. Gregg n/a 0 401,250 802,500
it 0 26.750 53,500
01/02/06  12:07/05 — 29,250 19.68 19.66 229028
02/01/06  12/07/05 — 29250 24.72 25,05 266,468
08/07/06 NIA(D) — 20,39 18.32 18.53 171,938
1027/06 N/A(3) — 14,520 20.59 20.59 98,881
10306 N/A(D — 16,495 20.51 20.51 110,187
12/06/06  12/06/06 — 48,000 21.89 2089 373920
12/06:06  12/06/06 0 44,000 66,000 963,160
Joseph A. Miller. Jr.  nfa 0 422,250 844,500
n/a v} 28,150 56.300
01/02/06  12/07/05 — 29,250 19.68 19.66 229,028
02/01:06  12/07/05 — 29250 2472 2505 266,468
12/06/06  12/66/06 — 55500 21.89 20189 432,343
12/06/06  12/06/06 0 49,000 73,500 1,072,610
Peter F. Volanakis nia 0 663,000 1,326,000
nfa 0 39,000 78.000
01,02/06  12/07:05 — 55300 19.68 19.66 434,565
02/01/06  12/07/05 — 55,500 24.72 2505 505,605
12/06/06  12/06/06 — 96,000 21.89 21.89 747,840
12/06/06  12/06/06 1] £6,000 129,000 1,882,540
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(2)

(3)

The amounts shown in columns (d), (¢} and (f) reflect the payment levels under the Company’s 2006
Performance Incentive Plan and 2006 GoalSharing Plan. Opportunities under these plans are cash payments.
If the threshold level of performance is not met then payout will be 0%. If the target amount of performance
is met then payout is 100% of the target award. If the maximum level of performance is met then payout is
200% of the target award. These amounts are based on the individual’s 2006 year end salary.

The amounts shown in columns (g), (h) and (i) reflect the range of award levels for performance shares under
the Company’s 2007 Corporate Performance Plan. Opportunities under this plan are shares of Corning
stock. If the threshold level of performance is not met then payout will be 0%. If the target amount of
performance is met then payout is 100% of the target award. If the maximum level of performance is met
then payout is 150% of the target award.

Stock option grants to Mr. Gregg on these dates are reload stock options allowable under the Corning plan
for stock option awards prior to February 28, 2003. Please see footnote (1) under the “Option Exercises and
Stock Vested” table on page 39.

Outstanding Equity Awards at Fiscal Year-End

The following table shows outstanding stock option awards classified as exercisable and unexercisable as

of December 31, 2006. A significant number of the stock options listed for Messrs., Weeks, Flaws, Gregg and
Volanakis have exercise prices above $30 per share and arc therefore significantly underwater compared to the
year-end market value of Corning stock. The table also shows unvested restricted stock awards assuming a market
value of $18.71 a share {the closing market price of the Company’s stock on December 29, 2006).

(a) (b) (e)(1) (d) (e) it (2)2) (h) (i¥3) »
Equity
Incentive
Equity Plan
incentive Awards:
Equity Plan Market
Incentive Number Awards: or Payout
Plan of Number of Value of
Awards: Shares Market Unearned  Unearned
Numbher of Number of Number of or Units Value of Shares, Shares,
Securities Securities Securities of Stock  Shares or Units or Units or
Underlying  Underlying  Underlying That Units of Other Other
Unexercised Unexercised Unexercised Option Have  Stock That Rights That Rights That
Options Options Unearned Exercise  Option Not Have not Have Not Have Not
#) (#) Options Price  Expiration Vested Vested Vested Vested
Name Exercisable Unexercisable (#} (%) Date (# ($) (#) ($)
Wendell P. Weeks 117,000 0 0 $31.83 11730/09 555,000 $10,384,050 123,000 $2,301,330
600,000 0 0 61.91 04/26/10
2,100,000 0 0 70.75 12/05/10
89,945 0 0 9.95 12/04/11
436,250 0 0 7.74 ol32
283,333 0 0 3.80 01/02/13
283,334 0 0 4.15 02/02/13
147,000 0 0 11.21 12/02/13
73,500 0 0 10.40 01/01/14
73,500 0 0 12.79 02/01/14
173,000 0 0 12.70 11/30/14
0 86,500 0 11.84 01/02/15
0 86,500 0 10.98 01/31/15
43,333 86,667 0 13.68 04/27/15
161,500 0 0 21.08 12/06/15
0 80,750 { 19.68 01/02/16
0 80,750 0 24.72 01/31/16
0 136,500 0 21.89 12/06/16
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(a) (h) (1) () (e) (0 (2)(2) (h) (i)(3) ()
Equity
Incentive
Equity Plan
Incentive Awards:
Equity Plan Market
Incentive Number Awards: or Payout
Plan of Number of VYalue of
Awards: Shares Market Unearned Unearned
Number of Number_nf Number of or Units Value of Shares, Shares,
Securities Securitics Securitics of Stock  Shares or Units or Units er
Underlying  Underlying Underlying That Uaits of Other Other
Unexercised  Unexercised  Unexercised Option Have  Stock That Rights That Rights That
Options Options Unearned Exercise  Option Not Have not Have Not Have Not
(¥#) #)- Options Price Expiration Vested Vested Vested VYested
Name Exercisable Unexercisable (#) (3) Date #) (%) (#) ($)}
James B. Flaws 60,000 0 0 31.83 11/30/09 390,500 7,306,255 60,000 1,122,600
540,000 -0 0 72,11 06/05/10
3.525 0 0 100.26 02/04/07
5,994 0 0 96.25 10/05/08
150,000 0 0 70.75 12/05/10
540,000 0 0 54.63 12/2¥/10
133,333 0 0 4.06 12/03/12
233,334 0 ¢} 4.15 02/02/13
105,000 0 0 11.21 12/02/13
52,500 0 0 10.40 01/01/14
52,500 0 0] 12.79 02/01/14
115,000 0 0 12.70 11/30/14
0 57,500 0 11.84 01/02/15
0 57,500 0 10,98 0173115
6.561 0 [¢] 15.24 01/31/12
6,562 0 0 15.24 10/05/08
6.564 [} 0 15.24 12/04/11
77.060 0 0 21.08 12/06/15
0 38,500 0 19.68 0H02/16
0 38,500 0 2472 01731416
G 66,000 0 21.89 12/06/16
Kirk P. Gregg 54,000 0 0 31.83 11/30/09 264,500 4,948,795 44,000 823240
375,000 ¢ 0 72.11 06/05/10
85.000 0 0 .75 12/05/10
375,000 0 0 54.63 12/21/10
187,500 0 0 9.95 12/04/11
231,375 0 0 7.74 013112
158,334 0 0 4.15 02/02/13
79,000 0 0 11.21 12102413
39,500 0 0 10.40 01/01/14
39,500 0 0 12.79 02/01/14
86,600 0 0 12.70 11/30/14
0 43,000 0 11.84 01/02/15
0 43,000 0 10.98 0173115
6,741 i 0 14.84 10/05/08
15,369 0 0 14.84 01/02113
6,522 0 0 19.47 12/02/07
28,906 0 0 19.47 16/05/08
22,398 0 0 19.40 10/05/08
58,500 0 0 21.08 12/06/15
0 29,250 0 19.68 01/02/16
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(a) () @ (d) (e) ) @)2) (h) Hd) 4]
Equity
Incentive
Equity Plan
Incentive Awards:
Equity Plan Market
{ncentive Number Awards: or Payout
Plan of Number of Value of
Awards: Shares Market Unearned  Unearned
Number of Number of Number of or Units Value of Shares, Shares,
Securities Securities Securities of Stock  Shares or Units or Units or
Underlying  Underlying Underlying That Units of Other Other
Unexercised Unexercised Unexercised Option Have Stock That Rights That Rights That
Options Options Unearned Exercise  Option Not Have not Have Not Have Not
#) (2] Options Price Expiration Vested Vested Vested Vested
Name Exercisable Unexercisable ) 3) Date #) (%) # ®
Q 29,250 0 2472 01431116
0 20,396 0 18.32 01/02/13
0 14,520 0 2097 12/03/12
0 16,495 0 2051 12/03/12
0 48,000 0 21.89 12/06/16
Joseph A. Miller, Jr. 100.000 0 0 15.87 07/30/11 268,000 5,014,280 49,000 916,790
110,000 0 0 995 12/04/11
79.000 0 0 11.21 12/02/13
39,500 0 0 10.40 01/04/14
39,500 0 0 12.79 02/01/14
86,000 0 0 12.70 11/30/14
0 43.000 0 11.84 01/02/15
0 43,000 0 10.98 01/31/15
58,500 0 0 21.08 12/(6/15
0 29,250 0 19.68 01/02/16
0 29,250 0 24.72 01/31/16
0 55.500 0 21.89 12/06/16
Peter F. Volanakis 60,000 0 o} 31.83 11/30/09 381,000 7,128,510 86,000 1,609,060
t,542 0 0 64.92 12/02/07
600,000 0 0 7211 06/05/10
4272 0 0 95.58 12/02/07
4,127 0 0 61.38 10/05/08
150,000 0 [ 70.75 12/05/10
600,000 0 0 54.63 1221110
3,248 0 a 30.80 10/05/08
339,945 0 0 9.95 12/04/11
337.081 0 0 7.74 01/31/12
50,000 0 0 4.15 02/02/13
105,000 0 0 11.21 12/02113
52,500 0 0 10,40 01/01/14
52,500 0 0 12.79 02/01/14
115,000 0 0 12.70 11730114
0 57.500 0 11.84 01/02/15
i} 57.500 4] 10.98 01/31/15
41,666 83.334 4 13.68 0427115
111,000 0 0 21.08 12/06/15
0 55,500 o 19.68 01/02/16
0 55,500 0 2472 01/31/16
0 96,000 o} 21.89 12/06/16
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(1} The Company uses various vesting schedules. Options typically vest over a one to three year period.

(2)  Under the Company’s Corporate Performance Plan the 2004 performance cycle has been earned and will
become vested on February 1, 2007; the 2005 performance cycle has been earned and will become vested on
February 1, 2008; and the 2006 performance cycle has been earned and will become vested on February |,
2009.

(3)  Under the Company’s Corporate Performance Plan the 2007 performance cycle is unearned and unvested.

Option Exercises and Stock Vested

The following table sets forth certain information regarding options exercised during 2006 for the Named
Executive Officers. No stock awards were vested for the Named Exccutive Officers in 2006,

Option Awards Stock Awards
(a) (b} (©) (d) ©
Number of Shares
Acquired on Value Realized Number of Shares  Value Realized
Exercise on Exercise  Acquired on Vesting on Vesting

Name #) (%) #) S)

Wendell P, Weeks 1,753,171 $13,329.413 — $0
James B. Flaws 1,208,140 14,033 646 — 0
Kirk P. Gregg(l) 478,916 4,733,820 — 0
Joseph A. Miller, Jr. 158,332 2,488 499 — 0
Peter F. Volanakis 913,333 9,124,840 — 0

(I}  Stock options granted prior to February 28, 2003, provided that if options were exercised using alrcady
owned Corning Common Stock, the opportunity for recognition of future market price fluctuations would
be restored through an automatic grant of options equal to the number of shares tendered and at the same
current market price as was recognized for purposes of exercising such options. These arc known as “reload”
options. Mr. Gregg was granted 51,711 of such “reload” options in 2006, The “reload” feature was no longer
included in stock options granted on or after February 28,2003. An active employee may only use the reload
feature once for each grant (i.e. an active employee may not reload a reload option).

Retirement Plans
Qualified Pension Plan

Corning sponsors a qualified defined benefit Pension Plan o provide retirement income to Corning’s U.S.
based employees. The plan pays benefits for salaried employees based upon carcer average plan compensation
(regular salary and cash awards that are paid (including deferred compensation with respect to the nen-qualified
supplemental pension plans) such as those paid under its Variable Compensation Plans) and years of credited
service. Salaried employees are required to contribute 2% of compensation In excess of the Social Security Wage
Base up to the compensation limit imposed by the Internal Revenue Code of 1986, as amended. Salaried and non-
union hourly employces may also contribute 2% of pay up to the Social Security Wage Base on a voluntary basis
to increase pension benefits.

Corning amended its pension plan effective July 1, 2000 to include a cash balance component. All salaried
and non-union hourly employees as of July 1, 2000 were given a choice to prospectively accrue benefits under
the career average carnings formula or a cash balance formula, if so elected. All salaried and non-union hourly
cmployees hired on or after July 1, 2000 carn benefits under the cash balance formula only,
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Bencfits earned under the carcer average earnings formula are equal to 1.5% of plan compensation plus 0.5%
of plan compensation on which employee contributions have been made. Under the career average earnings
formula, participants may retire as carly age 55 with five years of service. Unreduced benefits are available when
a participant attains the earlier of age 60 with five years of service or age 55 with 30 years of service. Otherwise,
benefits are reduced 4% for each year by which retirement precedes the attainment of age 60. Pension benefits
earned under the career average carnings formula are distributed in the form of a lifetime annuity with six years
of payments guaranteed.

Benefits earned under the cash balance formula are expressed in the form of a hypothetical account balance.
Each month a participant’s cash balance account is increased by (1) pay credits based on the participant’s plan
compensation for that month and (2) interest credits based on the participant’s hypothetical account balance at the
end of the prior month. Pay credits vary between 3% and 8% of an individual’s cligible compensation based on
the participant’s age plus service at the end of the year. Interest credits are based on 10-year Treasury bond yields.
Pension benefits under the cash balance formula may be distributed as either a lump sum of the participant’s
hypothetical account balance or an actuarial equivalent life annuity.

Mr. Weeks, Mr. Flaws and Mr. Volanakis arc carning benefits under the career average earnings formula,
Mr. Gregg earned benefits under the carcer average earnings formula up to December 31, 2000 and is currently
earning benefits under the cash balance formula. Mr. Miller is carning benefits under the cash balance formula.
Mr. Flaws and Mr. Miller are currently eligible to retire under the plan.

Corning’s contributions to the plan are determined by the plan's actuarics and are not determined on an
individual basis. The amount of benefits payable under the plan and attributable to Corning’s contribution is
subject to the provisions of the Employec Retirement Income Sccurity Act of 1974, as amended, and the Internal
Revenue Code of 1986, as amended.

Supplemental Pension Plan and Executive § upplemental Pension Plan

Corning also maintains nonqualified pension plans to attract and retain a highly-motivated workforce by
providing eligible employees with retirement benefits in excess of those permitted under the qualified plan. The
benefits provided under the Supplemental Pension Plan will be approximately equal to the difference between
the benefits provided under the Qualified Pension Plan and benefits that would have been provided thercunder
if not for the limitations of the Employee Retirement Income Security Act of 1974, as amended, and the Internal
Revenue Code of 1986, as amended.

Certain employees, including cach of the Named Executive Officers, participate in the Exccutive Supplemental
Pension Plan. Participants earning benefits under the Exccutive Supplemental Pension Plan forfeit benefits for
which they would have been cligible under the Supplemental Pension Plan. Under the Executive Supplemental
Pension Plan participants carn bencfits based on the highest 60 consecutive months of average plan compensation
over the last 120 months immediately preceding the date of termination of employment. Plan compensation is
dcfined as base pay plus bonuses paid, including cash payments of GoalSharing Awards, Division Cash Awards,
Individual Qutstanding Contributor Awards and cash payments under the Performance [ncentive Plan.

A change in the benefits provided under the Executive Supplemental Pension Plan formula was approved in
December 2006. Gross benefits determined under this plan are equal to one of two benefit formulas:

Formula A: 2.0% of average plan compensation multiplied by years of service up to 25 years; or

Formula B: 1.5% of average plan compensation multiplied by years of service (with no limit on the years of
service).

Subscquent to the December 2006 change in formula, benefits are determined under Formula B for Mr. Flaws
and Formula A for all other Named Executive Officers.

Amounts earned under the Qualified Pension Plan will offset benefits carned under the preceding formulas.
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Participants may retire as early as age 55 with 10 years of service. Unreduced benefits under Formula A and
Formula B are available when a participant attains the earlier of age 60 with 10 years of service or age 55 with
25 years of service. Otherwise, benefits from both formulas are reduced 4% for cach year by which retirement
precedes the attainment of age 60.

Occasionally, Corning needs to hire senior mid-career exccutives. In orderto attract appropriate executive talent,
Corning may grant additional years of pension service under its nonqualified plans. Corning has an agreement
with Mr. Gregg to provide nine extra years of benefit service under the Executive Supplemental Pension Plan for
retirement on or after age 55.

Bencfits carncd under the Executive Supplemental Pension Plan are distributed in the form of a lifetime an nuity,
with six ycars of payments guaranteed. Under the terms of a pre-existing agreement, Corning will purchase a life
annuity from an insurance company to pay benefits due to Mr. Flaws under this plan. Mr. Flaws and Mr. Miller
are currently eligible to retire under the plan.

Pension Benefits

The table below shows the present value of accumulated benefits payablc to each of the Named Exccutive
Officers, including the number of years of service credited to each such Named Executive Officer, under each of
the Qualified Pension Plan and the Executive Supplemental Retirement Plan {"SERP”) determined using interest
rate and mortality rate assumptions consistent with those used in the Company’s financial statements. These
assumptions are described under Note 13 to our Financial Statements for the year ended December 31, 2006, which
is located on page 81 of our Annual Report on Form 10-K filed with the SEC on February 27, 2007. Information
regarding the Qualificd Pension Plan and the Exccutive Supplemental Retirement Plan can be found under the
hcading “Retirement Plans” on page 39.

@ (b} (© d (e)
Number of years Present Value of Payments During
Credited Service Accumulated Benefit ~ Last Fiscal Year
Name Plan Name #) (8] (%)
Wendell P. Weeks Qualified Pension 24 $ 659,673 $0
Plan ‘
SERP ' 24 6,305,439 0
James B. Flaws Qualified Pension 34 1,463,412 0
Plan
SERP 34 9,861,853 0
Kirk P. Gregg Qualified Pension 13 242,405 0
Plan . .
SERP 22(h 3,439.44] 0
Joseph A. Miller, Ir, Qualified Pension 6 80,582 0
Plan . H
SERP 6 1,134,932 0
Peter F. Volanakis ~ Qualified Pension 25 ' 564,219 0
Plan '
SERP .25 6,619,818 0

(1)  Pursuant to an agreement between the Company and Mr, Gregg when he was hired, Mr. Gregg will be
provided with nine additional years of benefit service under the Executive Supplemental Pension Plan upon
retircment on or after age 55. The incremental value of these additional years of service has the impact of
increasing Mr. Gregg’s total pension benefit from 26% of final average pay to 44% of final average pay,
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The compensation covered by the Qualified Pension Plan and the Executive Supplemental Pension Plan for
the Named Executive Officers is the “Salary” and “Non-Equity Incentive Plan Compensation” set forth in the
“Summary Compensation Table” on page 32. Bonuses are included as compensation in the calendar year paid. As
of December 31, 2006, annual payments under the plans would be based upon an average annual compensation
of $2,924.068 for Mr. Weeks; $2,027,669 for Mr. Flaws; $1,375,753 for Mr. Gregg; $1,447,755 for Mr. Miller and
$2,161,770 for Mr. Volanakis.

Nonqualified Deferred Compensation

The following table shows the contributions, earnings and account balances for the Named Executive
Officers in the Supplemental Investment Plan, Pursuant to the Company’s Supplemental Investment Plan,
certain cxecutives, including the Named Executive Officers, may defer base salary and/or cash earned under the
Company's Performance Incentive Plan and GoalSharing Plan. An executive may defer all or a portion of his or
her annual base salary plus non-equity incentive compensation up to 75% of the eligible compensation under the
Supplemental Investment Plan.

(a) (b © (d) Q) n
) Executive Registrant Aggregate Aggregate Aggregate
Contributions Contributions Earningsin Withdrawals/ Balance of
in Last FY in Last FY Last FY  Distributions Last FYE

Name (%) ($) $) %) ®
Wendell P. Weeks $ 39,667 $ 39,072 $ 61,863 $0 $1,031,979
James B. Flaws ' 204,712 108,572 107,839 0 1,962,884
Kirk P. Gregg T 70,525 47,017 17,717 0 1,002,392
Joseph A. Miller, Jr. 25,335 16,890 4,418 0 " 90,282
Peter F. Volanakis 380,166 93,616 208,369 0 2,158,214

Arrangements with Named Executive Officers

Severance Agreements

We have entered into severance agreements with each of our Named Executive Officers. These severance
agreements will terminate if any executive leaves the employ of Corning for any reason or ceases to be an officer
of Corning.

Severance Agreement---Mr. Weeks:

Generally under Mr. Weeks severance agreement he is entitled to the following if he is terminated involuntarily,
other than for cause. ‘

e Accrued but unpaid compensation (lump sum payment);

e A severance amount equal to 2.99 times his then base salary plus an annual Bonus Amount {as defined in
the agreement) (lump sum payment);

s Continued participation in the Company’s benefit plans for three years;
«  Upon request, purchase of his prizcipal residence; and

o Receipt of an additional three years of service credit under Corning’s Executive Supplemental Retirement
Plan. . '

If however, Mr. Weeks is terminated for cause (as defined below}, other than for “good reason” (as defined in
the agreement) or by reason of death he will be entitled to:
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Accrued but unpaid compensation (lump sum payment).

Cause means:

Conviction of a felony;

Commission of a fraud, theft or embezzlement that matcrially damages the financial condition of Corning;
or '

Gross abdication of duties.

In cach case, subject to certain conditions.

Severance Agreement---Other Named Executive Officers

Generally under the severance agrecments an executive is entitled to severance payments if he/she is terminated
involuntarily other than for cause. Cause means:

¢

Conviction of a felony or misdemeanor involving moral turpitude;
Material breach of Corning’s Code of Conduct;
Gross abdication of duties; or

Misappropriation of Corning’s assets or dishonesty or business conduct that causes material harm to
Corning.

In addition, involuntary termination of an executive does not include:

Voluntary termination;
Voluntary retirement at or after age 55;
Termination as a result of disability or death;

Termination of employment as a result of the sale of all or part of Corning’s business and the executive has
an opportunity to continue employment with buyer for comparabie total compensation; and

Termination as a result of a change in control of Corning if the executive has a separate change in control
agreement.

Under the severance agrecments the Named Executive Officer, other than Mr. Wecks, is entitled to receive the
following:

Accrued but unpaid compensation (lump sum paymenty;

A severance amount equal to 2.99 times the executive then base salary plus an annual Bonus Amount (as
defined in the agreement) {two times in the case of Mr. Gregg and Mr. Miller) (lump sum payment);

Continued medical, dental and hospitalization benefits for 24 months;
Upon request, purchase of the executive’s principal residence;

Receipt of an additional 2.99 years of service credit under Corning’s qualified or nonqualified retirement
plans (two years in the case of Mr. Gregg and Mr. Miller); and
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¢ Outplacement benefits (lump sum payment).

The following table reflects the amounts that would be payable under the various arrangements assuming .
termination occurred at December 31, 2006.

‘lermination Scenarios (Including Severance if Eligible)

Name Description Voluntary ~ For Cause Death Disability Without Cause

Wendell P Weeks Severance Amount $ nfa $ n/a $ nfa $ nh $5.835,284
Value of Benefits Continuation nfa n/a nfa nfa 45,000 (2)
Value of Qutplacement Services n/a nfa nfa nfa nfa
Purchase of Principal Residence nfa nfa nfa nia 200,000 - 1,000.000(1)
Pension-NQ annuity 106.015 50 106,015 212.030 106,015
Pension-NQ lump sum n/a n/a n/a nfa n/a
Pension-Qualified annuity 73895 73,895 36,948 73.895 73.895

James B Flaws Severance Amount n/a nfa nfa n/ 4.198.409
Value of Benefits Continuation n/a nfa n/a n/a 30,000 (2}
Value of Qutplacement Services n/a n/a nfa n/a 25000 to 50,000
Purchase of Principal Residence n/a nfa nfa n/a 200,000 - 1,000,000(1)
Pension-NQ annuity 558.032 S0 279.016 558.032 558,032
Pension-NQ lump sum nfa2 nfa nfa nfa nfa
Pension-Qualificd annuity 113,339 113,339 56,669 113.339 113,339

Kirk P Gregg Severance Amoutit nfa nfa n/a nfa 1.926.000
Value of Benefits Continuation n/a T onfa nfa nfa 30,000 (2)
Value of Qutplacement Services nfa nfa nfa nfa 25.000 to 50,000
Purchase of Principal Residence nfa n/a nfa nfa 200,000 - 1,000,000(1)
Pension-NQ annuity 42,662 $0 42,662 54317 42,662
Pension-NQ lump sum 0 0 o 0 0
Pension-Qualified annuity 23.878 23878 11,939 23878 23,878
Pension-Qualified Jump sum 104,899 104,899 104.899 104,899 104.899

Joseph A Miller, Jr. Severance Amount nfa nfa nfa nfa 2,026,800
Value of Benefits Continuation n/a nfa nfa nfa 30,000(2)
Value of Qutplacement Services nfa n/a nfa n/a 25.000 to 50,000
Purchase of Principal Residence nfa nfa nfa ‘nfa 1,700,000 - 2,300,000(1)
Pension-NQ annuity 101,442 50 44,888 101,442 101,442
Pension-NQ Tump sum n/a n/a n/a n/a nfa .
Pension-Qualificd annuity 20,582 80,582 80,582 80,582 80,582

Peter F Volanakis Scverance Amount nfa nfa n/a nfa 4431180
Vatue of Benefits Continuation nfa nfa nfa nfa 30,000 (2)
Value of Qutplacement Services nfa n/a n/a nfa 25.000 to 50,000
Purchase of Principal Residence nfa n/a nfa nfa 200,000 - 1.000.000(1)
Pension-NQ annuity 290,672 S0 290,672 581.344 290,672
Pension-NQ fump sum nfa nfa n/a nfa n/a
Pension-Qualified annuity 57,988 57.988 28,994 57,988 57.988

(1) Corning is unable to accurately estimate the value that may be delivered under this provision as it requires an
independent appraisal of the cxecutive’s residence as well as a calculation of the ¢xecutive’s purchase price
of the residence plus documented improvements made to the property. These values are not maintained by
Corning in its normal course of business. They are required only if an executive is terminated. Under the
terms of the severance agreements, an exccutive may request that the Company purchase the executive’s
principal residence in the Corning, New York area. Such purchase must be finalized within 12 months of
the exccutive’s termination datc and shall be made at the greater of (i) the residence’s appraised value at the
termination date, as determined in accordance with the Company’s relocation policies in effect immediately
prior to the involuntary termination, or (ii) the total cost of the residence plus improvements and tax gross-
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up as applicable (“Protected Value™), as determined in accordance with the Company’s Protected Value
policy in effect as of the date of the relevant severance agreement. The values above represent estimates of
how much the Protected Value calculation may exceed the appraised value of the property and includes an
associated tax gross up.

(2} Value of medical and dental benefits continuation estimated at $15,000 per year {three years of benefits
continuation for Mr. Weeks and two years of benefits continuation for Messrs Flaws, Gregg, Miller and
Volanakis).

Effective for all executive severance agreements and executive change-in-control agreements entered into after
July 21, 2004, the Compensation Committee and Board of Directors approved a policy to limit benefits that may
be provided to an executive under any new agreement to 2.99 times the executive’s annual compensation of base
salary plus target bonus (the “Overall Limit™). All of the Named Executive Officers had pre- existing executive
severance and change-in-control agreements that were executed prior to July 21, 2004 and are thus not affected
by this Overall Limit.

Change In Control Agreements

We have entered into change in control agreements with each of the Named Executive Officers. These
agreements are intended to provide for continuity of management if there is a change in control of Corning. These
agreements will be effective until the executive leaves the employ of Corning or until the executive ceases to be
an officer of Corning,

Change In Control Agreement—Mr. Weeks

Generally, under the agreement currently in effect, a change in control is defined to include:
® Any person (as defined in the Securities Exchange Act of 1934, as amended) acquires 30% or more of
Corning’s voting securities (“beneficial owner™);
¢ A beneficial owner acquires 50% or more of Corning’s voting securities;

* A majority of Corning’s directors are replaced during the term of the agreement without approval of at
least two-thirds of the existing directors or directors previously approved by the existing directors;

* Any merger, consolidation or reorganization involving Corning, unless the outstanding voting sccurities
of Corning prior to the transaction continue to represent at least 50% of the voting securities of Corning
or the new company;

s Corning is liquidated or dissolved; or
* All or substantially all of Corning’s assets are sold or disposed of.

If during the term of the agreement a change in control occurs, Mr. Weeks is entitled to the following:

e  Allrestrictions on Long-Term Cash Amounts (as defined in the agreement) will lapse and become vested
(lump sum payment);

¢ All restrictions on restricted stock would lapse and all unvested options would vest and become
exercisable.

If his employment is terminated (i) without cause (as defined in the agreement), or (ii) he resigns for good
reason (as defined in the agreement) within a “Potential Change in Control Period” (as defined in the agrecment),
or (it} he resigns for any reason within four years following a change in control, or (iv) he is terminated for any
reason by Corning, then Mr. Weeks is entitled to the following:

®  Accrued but unpaid compensation (lump sum payment);
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A severance amount equal to three times his then'base salary phié an annual Bonus Amount (és defined
in the agreement) (Jump sum payment), ‘

Continued participation in the Company’s benefit plans for 36 months (lump sum payment);

All restrictions on restricted stock and Long-Term Cash Amounts (as defined in the agreement) would
lapse and all unvested options would vest and become exercisable (lump sum payment with respect to
Long-Term Cash Amounts);

Upon request, purchase of his principal residence;

Receipt of an additional five years of service credit under Corning’s Executive Supplemental Pension
Plan; and ‘ :

Outplacement benefits (lump sum payment).

In addition, Mr. Weeks is generally entitled to receive payment in an amount sufficient to make him whole for
any federal excise tax on excess parachute payments.

Change In Control Agreement—Other Named Executive Officers

If during the term of the agreement a change in control (as defined above) occurs, the Named Executive Officer,
other than Mr. Weeks, is entitled to the following:

All restrictions on Long-Term Cash Amounts (as defined in the agreement) will lapse and become vested
(lump sum payment};

All restrictions on restricted stock would lapse and all unvested options would vest and become
exercisable. ‘ '

If a Named Executive Officer employment is terminated within a “Potential Change in Control Period” (as
defined in the agreement) or four years following a change in control, the Named Executive Officer is entitled 1o
the following:

Accrued but unpaid compensation (lump sum payment);

A severance amount equal to three times the executive then base salary plus an annual Bonus Amount (as
defined in the agreement) (two times in the case of Mr. Gregg and Mr. Miller) (lump sum payment),

Continued participation in the Company’s benefit plans for 36 months (24 months in the case of Mr. Gregg
and Mr. Miller) (lump sum payment); ’

All restrictions on restricted stock and Long-Term Cash Amounts (as defined in the agreement) would
lapse and all unvested options would vest and become exercisable (lump sum payment with respect to
Long-Term Cash Amounts);

Upon request, purchase of the executive’s principal residence;

Receipt of an additional five years of service credit under Corning’s Executive Supplemental Pension
Plan; and

Outplacement benefits (lump sum payment).

If however, a Named Executive Officer is terminated for “cause” (as defined in the agreement), other than for
“good reason” (as defined in the agreement) or by reason of death or “disability” (as defined in the agreement) the
Named Executive Officer will be entitled to: T

Accrued but unpaid compensation (lump sum payment).
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In addition, the Named Executive Officer is generally entitled to receive payment in an amount sufficient to
make him/her whole for any federal excise tax on excess parachute payments.

The following table reflectsthe amounts that would be payable under the various arrangements assuming that
a change of control occurred at December 31, 2006, including a gross-up for certain taxes in the event that any
payments made in connection with a change of control would be subject to the excise tax imposed by Section 4999

of the Code.
Cash-based Equity-based . Taxes
Stock- Total - Total
Cash Interrupted Misc,  Excise Tax Total Interrupted  based Pre-Tax Income Excise After-Tax
Executive Severance Perf. Cycles  SERP  Benefits GrossUp Cash-based Perf. Cycles Awards Benefit Tax Tax Benelit

Wendell . Weeks  $8.081,199  § 952,000 $7,295.429 S140000 $6,757,257 $23225885 $3.648,450 $8.434433 $135308,768 S14.442.169 $3.993370 $16873.229
James B. Flaws 5.866,440 607.200  8.989.187 140000 5002,475 20605302 1,740,030 6405725 28,751,057 11759901 2956338 14034818
Kitk P. Gregg 2,481,265 401,250 4.214,177 140000 2395045 9631737 1,319,055 4265494 15216287 6223842 1415412 7577033
Joseph A. Miller.Jr 2,792,970 422,250 2365728 140,000 2464884 8185832 1,319055 4323025 13.827.912 5,655,962 1456685  6,715.266
Peter F. Volanakis 5,859,060 663.000 7061329 140,000 4222023 17945412 2497785 5889392 26332588 10,770,687 2495110  13.066.792

In addition to the above, the Named Executive Officers may also request that Corning purchasc their principal
residence. This value is estimated to be in the range of $200,000 to $1,000,000 and $1,700,000 to $2,300,000 in the
case of Mr. Miller. Corning is unable to accurately estimate the value as it requires an independent appraisal of the
executive’s residence as well as a calculation of the executive’s purchase price of such residence plus documented
improvements made to the property. This is data that Corning does not maintain in its normai course of business.
See Footnote (1) to the “Termination Scenarios” table on page 44.

Directors Compensation

Only non-employee directors receive director fees. During 2006, Corning paid to non-employee directors:

i

¢ an annual cash retainer of $50,000; and

¢ 31,200 for each Board or committee meeting attended.

Chairmen of committees received an additional retainer ranging from $10,000 to $15,000 depending upon the
committee chaired. Mr. O’Connor received $10,000 of additional compensation for his services as Lead Dircctor
during 2006. Mr. Houghton’s annualized compensation for his services as non-executive Chairman of the Board
during 2006 was $250,000, his prorated cash compensation for 2006 totaled $166,667.

Through the 2003 Equity Plan for Non-Employee Directors, each non-employee director annually receives
a form of long-term equity compensation approved by the Compensation Committee. Non-employee directors
generally receive their awards at the February meeting. If, however, a non-employee director is appointed between
the February meeting and December 31, then that director will received his/her pro-rata award shortly after joining
the Board.

During 2006, Corning issued to each non-employee director 1,618 shares, except for Mr. Cummings who
received 412 shares, of Common Stock under the 2003 Equity Plan for Non-Employee Directors. Thesc shares
are subject to forfeiture and certain restrictions on transfer. In addition, Corning granted to each non-employce
director, options covering 4,045 shares of Common Stock under the 2003 Equity Plan for Non-Employee Directors.
These options vest ratably over a three-year period and expire on January 31, 2016. Mr, Cummings was granted
options covering 1,029 shares of Common Stock under the 2003 Equity Plan for Non-Employee Directors. These
options vest ratably over a three-year period and expire on October 3, 2016.

Non-employee directors are reimbursed for expenses (including costs of travel, food and lodging) incurred
in attending Board, committee and shareholder meetings. While travel to such meetings may include the use of
Company aircraft, if available or appropriate under the circumstances, the directors generally use commercial
transportation or their own transportation. Directors are also reimbursed for reasonable expenses associated with
other business activities, including participation in Director education programs.
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Directors may defer any portion of their.cash compensation. Amounts deferred shall be paid only in cash and
while deferred may be allocated to (1) an account earning interest, compounded quarterly, at the rate equal to'the
greater of the prime rate of Citibank, N.A. at the end of cach calendar quarter or the rate of return for the stable
value fund under Corning’s Investment Plans, (2) an account based upon the market value of our common stock
from time to time, or (3) a combination of such accounts. At December 31, 2006, eight directors had elected to
defer compensation.

Corning has a Directors’ Charitable Giving Program funded by insurance policies on the lives of the directors.
In 2006, Corning paid a total of $276,460 in premiums on such policies. Upon the death of a director, Corning
will donate $1,250,000 {on behalf of a non-employee director) and $1,000,000 {on behalf of an employee director)
to one or more qualified charitable organizations recommended by such director and approved by Corning. The
directors derive no financial benefit from the Program as all charitable deductions and cash surrender value of life
insurance policies accrue solely to Corning, Generally, one must be a director for five years to participate in the
Program. Messrs. Brown, Flaws, Gund, Hennessy, Houghton, O’Connor, Ruding, Smithburg, Tookes, Volanakis,
Weeks and Ms. Rieman are eligible to participate in the program. Directors are also eligible to participate in the
Corning Foundation Matching Gift Program for eligible charitable organizations. The maximum gift total for a
director participant in the program is $5,000 in any calendar year.

Corning also pays premiums on dircctors” and officers’ fiability insurance policies covering directors.

From time to time spouses may also join non-employee directors when traveling to or from Board, committee
or sharcholder meetings, which may include the usc of Company aircraft. While Corning generally incurs no
additional cost, this travel may result in the non-employee director recognizing income for tax purposes. Corning
does not reimburse the non-employee director for the estimated taxes incurred in connection with such income.

Director Summary Compensation Table

The following table discloses the cash, equity awards and other compensation earned, paid or awarded, as the
case may be, to each of the Company’s non-employee directors for the fiscal year ended December 31, 2006.

@ (b © @ @ Lo ® ()

) Change in

Pension
Yalue and
) Non-Equity  Nongqualified
Fees Earned or Stock Option Incentive Plan Deferred
Paid in Cash Awards Awards Compensation Compensation All Other Total
Name &3] %) (B . (%) Earnings . Compensation (%)

John S. Brown $90,800 $40,029 - 853,691 $0 $— 3 315 $ 184,835
Robert F. Cuminings, Jr, 26,900 10,007 19,736 0 —_ 315 . 46,958
Gordon Gund . 103,200 40,029 53.691 0 — s . 197,235
John H. Hennessy 105,600 40,029 53,691 0 — 315 199,635
James R. Houghton 166,667(1) — — 0 — 2,600.003{4) 2,766,670
Jeremy R. Knowles 89,600 40,029 53,691 , 0 — 315 183,635
James J. O"Connor 128,200 40,029 53,691 4] _ 315 222235
Deborah D. Rieman - 110,400 40,029 5},691 0 ,— ‘ s 204,435
H. Onnoe Ruding . 101,600 40,029 . 53,691 0 —_ 315 195,635
Eugenc Sit \ 95,600 . 40,029 52,526 0 — 315 188,470
William D. Smithburg 116,600 40,029 53,691 O —_ - 315 210,635
Hansel E. Tookes 11 105,200 40,029 53,691 0 — 315 199,235
Padmasree Warrior 20,000 40,029 25,663 4] — : 315 146,007

(1) Mr. Houghton's annual cofnpensation as non-executive chairman of the Board of $250,000, is prorated to
reflect eight months in that position.




2)

&)

)

The amounts reflect the dollar amount recognized for financial statement reporting purposes for the fiscal
year ended December 31, 2006, in accordance with FAS [23(R) of restricted stock awards granted pursuant
to the 2003 Equity Plan for Non-Employee Directors and thus may include amounts from awards granted
in and prior to 2006. Assumptions used in the calculation of these amounts are included in footnote 18
to the Company’s audited financial statements for the fiscal year ended December 31, 2006 included in
the Company’s Annual Report on Form 10-K filed with the SEC on February 27, 2007. There can be no
assurance that the FAS 123(R) amounts will ever be realized. The grant date fair value of restricted stock to
each director is the same as the value indicated in the table. Stock holdings for directors as of December 31,
2006, are shown on page 17 under the caption “Security Ownership of Certain Beneficial Owners”.

The amounts reflect the dollar amount recognized for financial statement reporting purposes for the fiscal
year ended December 31, 2006, in accordance with FAS 123(R) of stock option awards granted pursuant
to the 2003 Equity Plan for Non-Employee Directors and thus may include amounts from awards granted
in and prior to 2006. Assumptions used in the calculation of these amounts are included in footnote 18
to the Company’s audited financial statements for the fiscal year ended December 31, 2006 included in
the Company’s Annual Report on Form 10-K filed with the SEC on February 27, 2007. There can be no
assurance that the FAS 123(R) amounts will ever be realized. The grant date fair value of stock options
awarded to each of Messrs. Brown, Gund, Hennessy, Knowles, O’Connor, Ruding, Sit, Smithburg, Tookes
and Mses. Rieman and Warrior was $36,987 and for Mr. Cummings $9,736. As of December 31, 2006, each
Director has the following number of options outstanding: 62,948 for Mr. Brown; 1,029 for Mr. Cummings;
62,948 for Mr. Gund; 62,948 for Mr. Hennessy; 35,288 for Mr. Knowles; 20,496 for Mr. O’Connor; 60,838
for Ms. Rieman; 60,838 for Mr. Ruding; 16,264 for Mr. Sit; 62,948 for Mr. Smithburg; 58,588 for Mr. Tookes
and 5,312 for Ms Warrior.

Mr. Houghton stepped down as Executive Chairman on May 1, 2006. Mr. Houghton received the following
while employed as Executive Chairman of Corning in 2006:

Change in
Pension Value
And Excess
Non-Qualified
Non-Equity Deferred
Stock Option Incentive Plan Compensation All Other

Salary(i) Bonus Awards(ii) Awards(iii) Compensation(iv) Earnings(v) Compensation(vi)

3277333 $— $653,480 $652,193 $297,246 $565,160 $154,279

0
(i)

(i)

Mr. Houghton's salary of $832,000 per year prorated to reflect four months of service.

The amount reflects the dollar amount recognized for financial statement reporting purposes for the fiscal
year ended December 31, 2006, in accordance with FAS 123(R) of awards granted pursuant to the Corning
Corporate Performance Plan and thus may include amounts from awards granted in and prior to 2006.
Assumptions used in the calculation of this amount are included in footnote 18 to the Company’s audited
financial statements for the fiscal year ended December 31, 2006 included in the Company’s Annual Report
on Form 10-K filed with the SEC on February 27, 2007. Stock holdings for Mr. Houghton as of December
31, 2006, are shown on page 17 under the caption “Security Ownership of Certain Beneficial Owners”.

The amount reflects the dollar amount recognized for financial statement reporting purposes for the fiscal
year ended December 31, 2006, in accordance with FAS 123(R) of awards granted pursuant to the Corning
Corporate Performance Plan and thus may include amounts from awards granted in and prior to 2006.
Assumptions used in the calculation of this amount is included in footnote 18 to the Company’s audited
financial statements for the fiscal year ended December 31, 2006 included in the Company’s Annual Report
on Form 10-K filed with the SEC on February 27, 2007. As of December 31, 2006, Mr. Houghton has
3,318,227 options outstanding.
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(iv) Mr. Houghton’s Bonus under the 2006 Performance Incentive Plan was his annual compensation of $832,000
times his 50% bonus target times 200% corporate performance prorated to reflect four months of service; Mr.
Houghton Bonus under the Goalsharing Plan was 7.15% of his annual compensation of $832,000 prorated to
reflect four months of service.

{(v) Reflects the actual increase in the present value of Mr. Houghton’s benefits under ail pension plans established
by the Company determined using interest rate and mortality rate assumptions consistent with those used in
the Company’s financial statcments.

(vi) Includes the following: the aggregate incremental cost of Mr. Houghton’s use of Company aircraft valued
at $87.791; cost attributable 10 home security valued at $3,888; the value of the Company Investment Plan
(401(k)) match of $8,800; the value of the Company Executive Supplemental Investment Plan match of
$53,500: and other perquisites of $315. Sec footnote (7) of the Summary Compensation Table to determine
how items are valued.

4

Report of Audit Committee of the Board of Directors
Report of Audit Committee of the Board of Directors

The purpose of the Audit Committee is to assist the Board of Directors in its general oversight of Corning’s
financial reporting, internal controls and audit functions. The Audit Committee operates under a written charter
adopted by the Board of Directors. In February 2007, the Audit Committee amended its charter, a copy of which
is attached to this proxy statement as Appendix A. The directors who serve on the Audit Committee have no
financial or personal ties to Corning (other than director compensation and equity owncrship as described in
this proxy statement) and are all “financially literate™ and “independent” for purposes of the New York Stock
Exchange listing standards. That is, the Board of Directors has determined that none of the Audit Committee
members have a relationship with Corning that may interfere with the member’s independence from Corning and
its management.

The Audit Committee met with management periodically during the year to consider the adequacy of Corning’s
internal controls and the objectivity of its financial reporting. The Audit Committee discussed these matters
with Corning’s independent auditors and with the appropriate financial personnel and internal auditors. The
Audit Committee also discussed with Corning’s senior management and independent auditors the process used
for certifications by Corning’s chief executive officer and chief financial officer which is required for certain of
Corning’s filings with the Securities and Exchange Commission. The Audit Committee met privately with both the
independent auditors and the internal auditors, both of whom has unrestricted access to the Audit Committee.

The Audit Committee has reviewed and discussed the consolidated financial statements with management
and the independent auditors. Management is responsible for the preparation, presentation and integrity of
Corning’s financial statements; accounting and financial reporting principles; cstablishing and maintaining
disclosurc controls and procedures (as defined in Exchange Act Rule 13a-15(g)); establishing and maintaining
internal control over financial reporting (as defined in Exchange Act Rule 13a-15(f)); evaluating the effectiveness
of disclosure controls and procedures; evaluating the effectiveness of internal control over financial reporting;
and evaluating any change that has materially affected, or is reasonably likely to materially affect; internal control
over financial reporting. The independent auditors are responsible for performing an independent audit of the
consolidated financial statements and expressing an opinion on the conformity of those financial statements with
accounting principles generally accepted in the United States of America, as well as expressing an opinion on (1)
management’s assessment of the effectiveness of internal control over financial reporting and (2) the effectiveness
of internal control over financial reporting.

During the course of 2006, management updated the documentation, and performed testing and evaluation of
Corning’s system of internal control over financial reporting in response to the requirements set forth in Section
404 of the Sarbanes-Oxley Act of 2002 and related regulations. The Audit Commiltee was kept apprised of the




progress of the evaluation and provided oversight and advice to management during the process. [n connection
with this oversight, the Audit Committce received periodic updates provided by management and the independent
auditors at each regularly scheduled Audit Committee meeting. At the conclusion of the process, management
provided the Audit Committee with, and the Audit Committec reviewed a report on, the effectiveness of Corning’s
internal control over financial reporting. The Audit Committee also reviewed the report of management contained
in Corning’s Annual Report on Form 10-K for the year ended December 31, 2006 filed with the SEC, as well as
PricewaterhouseCoopers LLP’s Report of Independent Registered Public Accounting Firm included in Corning’s
Annual Report on Form 10-K related to its audit of (1) the consolidated financial statements and financial statement
schedule, (2) management’s assessment of the effectiveness of internal control over financial reporting, and (3) the
effectiveness of internal control over financial reporting.

The Audit Committec has discussed with the independent auditors the matters required to be discussed by
Statement on Auditing Standard No. 61, “Communication with Audit Committees,” and Public Company
Accounting Oversight Board Auditing Standard No. 2, “An Audit of Internal Control Over Financial Reporting
Performed in Conjunction with an Audit of Financial Statements.” In addition, the Audit Committce has received
from the independent auditors the written disclosure required by Independence Standards Board Standard Ne. 1,
“Independence Discussions with Audit Committecs,” and discussed with them their independence from Corning
and its management. The Audit Committee has considered whether the provision of permitted non-audit services
by the independent auditor to Corning is compatible with the auditor’s independence.

Based on these reviews and discussions, the Audit Committee recommended to the Board of Directors and
the Board of Directors approved that the audited financial statements be included in Corning’s Annual Report on
Form 10-K for the year ended December 31, 2606.

The Audit Committee:

William D. Smithburg, Chairman
Deborah D. Ricman

H. Onno Ruding

Hansel E. Tookes, 11
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Independent Auditors
Fees Paid to Independent Auditors

The following table summarizes fees billed to Corning by PricewaterhouseCoopers LLP for professional
services rendered as of and for the years ended December 31, 2005 and 2006:

2008 2006
Audit Fees $6,007,000 $7,390,000
Audit Related Fees 52,000 13,000
Tax Fees 1,061,000 921,000
All Other Fees 29,000 25,000
Total Fees _ $7,149.000 $8,349,000

Audit Fees. These fees comprise professional services rendered in connection with the audit of Corning’s
consolidated financial statements, and reviews of Corning’s quarterly consolidated financial statements on Form
10-Q’s that are customary under auditing standards generally accepted in the United States. Audit fees also include
statutory audits of Corning’s foreign jurisdiction subsidiaries and consents for other SEC filings. Audit fees also
include fees for professional services rendered for the audits of (i) management’s assessment of the effectiveness of
internal control over financial reporting and (ii) the effectiveness of internal control over financial reporting.

Audit Related Fees. These fees comprise professional services rendered in connection with audits of employee
benefit plans, SEC registration statements, and carve-out audits supporting divestitures.

Tax Fees. These fees comprise statutory tax compliance, preparation and assistance for Corning’s foreign
jurisdiction subsidiaries, expatriate tax return compliance, and other tax compliance projects. Less than 5% of
these fees comprise consulting fees and such consulting fecs relate to international entities. Corning’s intent is to
minimize consulting services in this category.

All Other Fees. Includes a fee relating to licensing technical accounting software from the independent
auditors and a fee to subscribe to two benchmarking studies published by the independent auditors. Corning’s
intent is to minimize services in this category.

Policy Regarding Audit Committee Pre-Approval of A udit and Permtitted Non-Audit Services of
Independent Auditors

The Audit Committee has adopted a policy for pre-approval of audit and permitted non-audit services by
Corning’s independent auditors. The full Audit Committee approves annually projected services and fee estimates
for these scrvices and establishes budgets for major categorics of services. The Audit Committee Chairman has
been designated by the Audit Committee to approve any services arising during the year that were not pre-approved
by the Audit Committee and services that were pre-approved but the associated fees will materially exceed the
budget established for the type of service at issue. Services approved by the Chairman are communicated to the
full Audit Committec at its next regular meeting. For each proposed service, the independent auditors are required
to provide back-up documentation detailing said service. The Audit Committee will regularly review summary
reports detailing all services being provided to Corning by its independent auditors. During 2006, all services
performed by the independent auditors were pre-approved.

PROPOSAL 2 — Ratification of Appointment of Independent Auditors

The Audit Committee is responsible for selecting Corning’s independent auditors. At the meeting of
the Audit Committee of the Board of Directors held on February 7, 2007, the Audit Committee appointed
PricewaterhouseCoopers LLP as the independent auditors for the 2007 fiscal year. Although shareholder approval
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for this appointment is not required, the Audit Committee and the Board of Directors are submitting the selection
of PricewaterhouseCoopers LLP for ratification to obtain the views of shareholders. If the appointment is not
ratified, the Audit Committee will reconsider whether or not to retain that firm.

In making the appointment of PricewaterhouseCoopers LLP as Corning’s independent auditors for the fiscal
year beginning 2007, the Audit Committee considered whether PricewaterhouseCoopers LLP’s provision of
services other than audit services is compatible with maintaining independence as our independent auditors.

Corning expects representatives of PricewaterhouseCoopers LLP to be present at the Annual Meeting and
available to respond to questions which may be raised there. These representdtives may cornmcnt on the financial
statements if they so desire.

THE AUDIT COMMITTEE AND THE BOARD OF DIRECTORS RECOMMEND A VOTE FQR
THE RATIFICATION OF THE APPOINTMENT OF PRICEWATERHOUSECOOPERS LLP AS THE
INDEPENDENT AUDITORS FOR FlSCAL YEAR ENDED DECEMBER 31, 2007.

PROPOSAL 3 — Shareholder Proposal
The Board of Directors Unanimously Recommends A VOTE AGAINST This Proposal 3.

Mr. John Chevedden, 2215 Nelson Avenue, No. 205, Redondo Beach, CA 90278-2453, as proxy for Kenneth
Steiner, 14 Stoner Avenue, 2M, Great Neck, NY 11021, who is the beneficial owner of 600 shares of Corning
Common Stock, proposes to present the following resolution for adoption at the annual meeting of shareholders.
In accordance with applicable proxy regulations, the proposal and supporting statements, for which Corning
accepts no responsibility, are set forth below.

3- ElectiEach Director Ann‘ually

RESOLVED: Comprehensive commitment to adopt annual election of each director. Shareholders request that
our Directors take the steps necessary, in the most expeditious manner possible, to adopt annual election of each
director. This includes using all means in our Board’s power such as cortesponding special company solicitations
and one-on-one management contacts with major sharecholders to obtain the vote required for formal adoption of
this proposal topic.

This also includes complete transition from the current staggered system to 100% annual election of each
director in one election cycle if feasible. Also to transition solely through direct action of our board if feasible.

This topic won our 72% support at the 2006 annual meeting. The Council of Institutional Investors www.cii.org
formally recommends adoption of this proposal topic without waiting for a second 72% or higher vote. At least one
proxy advisory service has recommend a no-vote for directors who do not adopt a shareholder proposal after it
wins one majority vote. This topic also won a §7% yes-vote average at 43 major companies in 2006.

Arthur Levitt, Chairman of the Securities and Exchange Commission, 1993-2001 sdid: “In my view it's best
for the investor if the entire board is elected once a year. Without annual election of each director shareholders have far less
control over who represents them.”

It is important to take one qtep forward and support this-proposal since our 2006 governance standards were not
impeccable. For instance in 2006 1t was reported (and certain concerns are noted):

e  The Corporate Library (TCL) http://www.thecorporatelibrary.com/ an independent investment research firm
rated our company: -

“D” in Corporate Governance.
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“Very High Concern™ in Accounting.
“High” in Ovcrall Governance Risk Assessment.

e We were allowed to vote on individual directors only once in 3-years - Accountability concern.

e Only onc yes-vote from our 1-1/2 billion shares could elect {and entrench) a director for 3-years under our
obsolete plurality voting system.

e We had to marshal an awesome 80% shareholder vote to make certain key governance improvements --
Entrenchment concern.

¢ Cumulative voling was not allowed.

s QOur management was still protected by a poison pill with a 20% trigger.

e  We had 16 directors - Unwieldy board concern and polcﬁlial CEO dominance.

e Three directors were insiders - Lack of independence concern.

e A $1-1/4 million gift plan was available for our directors -- Conflict of in‘terest‘ concern.

e Our following directors served on boards rated D by the Corporate Library:

1) Mr. Weeks Merck (MRK) D:raled
2}  Mr. Houghton Exxon (XOM) D-rated
3)  Mr. Smithburg Abbott Laboratories (ABT) D-rated
4)  Mr.O'Connor UAL Corp. (UAUA) D-rated
5} Ms. Rieman Kintera (KNTA) D-rated
6) Mr. Cummings R.R. Donnelley (RRD) D-rated
7y  Ms. Rein Bank of New York (BK) ' D-rated

The above status shows there is room for improvement and reinforces the reason to take one step forward now
and vote yes for annual election of each director.

Elect Each Director Annually
Yeson 3

BOARD OF DIRECTORS’ RESPONSE

THE BOARD OF DIRECTORS OPPOSES THIS SHAREHOLDER PROPOSAL AND UNANIMOUSLY
RECOMMENDS A VOTE AGAINST ITEM 3 FOR THE FOLLOWING REASONS:

Continuity and stability

We belicve Corning’s classified Board structure, with approximately one-third of the directors standing for election
cach year for three-yecar terms, strengthens the independence of our non-employee directors and provides stability
and continuity that cnhance the Board's ability to develop and execute long-term strategic planning.




Innovation investment ‘ »

Corning is a 156-year old corporation whose innovation strategy requires significant and consistent investment
in research and development to invent unique products based on materials-conversion processes. Corning’s
“innovation recipe” requires attracting and retaining the best scientific talent, persistent nurturing of the discovery
process to overcome difficult challenges, and investing significant capital for manufacturing.

We understand that some would say success through innovation and long-term investment could be attained even
with all directors subject to annual elections. And, we acknowledge that this proposal received a favorable, non-
binding vote by 55.6% of the outstanding shares last year. However, we belicve the current classified Board structure
is better suited to Corning’s strategies that have allowed it to win over time in higher technology markets.

Innovation consistency

Corning believes that a stable Board of Directors helps foster the consistency necessary to-succeed with
challenging innovation over relatively long development cycles. Corning’s innovations have enabled a number of
new industries over time. The most recent example is liquid crystal display glass (LCD) where Corning’s ability to
produce large size glass substrates has enabled the acceleration of the LCD industry growth. Corning’s consistent
investment in research and development has also produced an innovation pipeline of promising new technologies
that could produce the next significant wave of growth for Corning. This innovation has rewarded shareholders
also — Corning’s total annualized shareholder return over the last 10 years has equaled the Standard & Poors 500’
return.

Value protection

Corning also believes that the classified Board structure will enhance shareholder value over the long term. It
reduces the vulnerability of the Company to certain hostile and potentially abusive takeover tactics and encourages
potential acquirers to initiate arms-length negotiations with management and seasoned directors. Because only
one-third of the directors are elected at any annual meeting of shareholders, it is impossible to elect an entirely
new Board or even-a majority of the Board at one single meeting. This prevents a hostile third party from quickly
gaining control of the Board without paying fair value for today’s business and the innovation pipeline. The
classified Board structure thus gives directors the requisite time and leverage needed to evaluate any takeover
proposal, negotiate on behalf of all shareholders and consider all options for maximizing value to Corning’s
shareholders. The classified Board structure does not prevent or preclude a takeover of Corning. Corning’s
directors have the same fiduciary duty to protect the interests of all shareholders regardless of the length of their
terms. :

History and background

Corning’s classified board has been in place for over 20 years. Since Corning’s classified Board went into effect
in 1985, Corning has grown from $1.7 billion in revenues to $5.2 billion in 2006.

Recent results

Corning believes that it has an excellent Board of Directors. The Company’s vigorous recovery from the 2001
severe downturn of the telecommunications industry has been led by this dedicated and proactive Board of
Directors that has advanced the long-range interests of shareholders by focusing on protecting financial health,
improving profitability and investing in future core technologies. As a result of success in each of these areas,
Corning’s shareholders have benefited significantly as demonstrated by the following: -
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e Corning’s stock price rose 215% during 2003, 13% during 2004 and 67% during 2005. For 2005, Corning
stock was among the ten best performing stocks within the S&P 500. The company’s fundamental
performance continued to improve in 2006. Corning’s net income increased significantly in 2006 to $1.8
billion. : '

e Retween the end of the telecommunications downturn in 2002 and the end of 2006, Corning’s total
shareholder return was 465% compared to 73% for the S&P 500.

In addition, through strategies approved by the Board, Corning has significantly strengthened its balance sheet by
reducing debt by nearly $3 billion to $1.7 billion, and earning investment grade debt ratings.

Further changes

Approval of this shareholder proposal Item 3 would not automatically eliminate the classified Board. A formal
amendment would need to be submitted to shareholder vote to change the By-Laws and Certificate of Incorporation.
Unless approved by two-thirds of the Board, any such amendment would require affirmative vote of holders of at
least eighty percent of the voting power of all outstanding Corning stock.

Summary

Corning’s Board belicves thata classified Board continues to be in the best interests of Corning and its shareholders
and that this structure will successfully serve and protect shareholders’ interests as it has for two decades.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE AGAINST ITEM 3. PROXIES SOLICITED
BY THE BOARD WILL BE VOTED AGAINST THIS SHAREHOLDER PROPOSAL.

Other Matters

Certain Business Relationships

Corning has for more than 15 years used Nixon Peabody LLP as one of its principal outside law firms. William
D. Eggers, Senior Vice President and General Counsel of Corning, was a partner at Nixon Peabody LLP before
joining Corning in November 1997. In March 2001, Mr. Eggers married Jill K. Schultz, who was one of more than
250 partners at Nixon Peabody LLP until November 30, 2006 when she and another attérney formed Piper Schuliz
LLP. Corning continues to use Nixon Peabody LLP for a variety of legal services, with the financial aspects of
the relationship controlled by Katherine A. Asbeck, Senior Vice President, Finance. Legal work performed for
Corning by Ms. Schultz represented approximately 6% of total 2006 services performed by Nixon Peabody LLP for
Corning. In 2006, Corning paid Nixon Peabody LLP approximately $1.3 million in legal fees and disbursements
under a fee structure that Corning believes reflects current market rates. This arrangement was reviewed and
approved by Corning’s Audit Committee, and most recently by Corning’s Nominating and Corporate Governance
Committee. Mr. Eggers will rejoin Nixon Peabody LLP when he retires from Corning on March 31, 2007.

Related Party Policy and Procedures

Corning has adopted a written policy that addresses related party transactions requiring disclosure under Item
404 of Regulation S-K under the Securities Act. A related party of Corning includes:

e A director;
s A senior officer;
e Animmediate family member of a director or senior officer;

e A shareholder who owns more than 5% of Corning’s voting securities; and
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¢ An entity in which a director, senior officer or a more than 5% shareholder has a substantial ownership
interest,

Under the policy, all related party transactions shall be reviewed by the General Counsel or other disinterested
officer. Transactions involving directors only are then reviewed, approved or ratified by the Nominating and
Corporate Governance Committee while transactions involving executive officers are reviewed, approved or
ratified by the Audit Committee,

All approved or ratified related party transactions shall be reported to the Audit Committee and the Nominating
and Corporate Governance Committee (in those instances where such committee did not participate in the review,
approval or ratification process).

Incorporation by Reference

The Compensation Committee Report on page 32 and the Report of Audit Committee of the Board of Directors
on page 50, are not deemed filed with the SEC and shall not be deemed incorporated by reference into any prior
or future filings made by Corning under the Securities Act or the Exchange Act, except to the extent that Corning
specifically incorporates such information by reference. [n addition, this proxy statement includes several website
addresses. These website addresses are intended to provide inactive, textual references only. The information on
thesc websites is not part of this proxy statement,

Additional Information

Our 2006 Annual Report is included with this proxy statement. Corning’s Annual Report on Form 10-K, and all
other filings with the SEC, each of the Board Committee Charters and the Corporate Governance Guidelines may
also be accessed via the Investor Relations page on Corning’s web site at www.corning.com. These reports are also

available without charge upon shareholders written or oral request to Investor Relations, Corning Incorporated,
One Riverfront Plaza, Corning, New York 14831, telephone number 607-974-9000.

By order of the Board of Directors

Denise A, Hauselt
Secretary and Assistant General Counscl

February 26, 2007
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APPENDIX A

Corning Incorperated
Audit Committee of the Board of Directors
Audit Committee Charter

PURPOSE AND ROLE

The Audit Committee is a committee of Corning’s Board of Directors. Its primary function is to assist the
Board of Directors in fulfilling its oversight responsibilities by reviewing the financial information which will be
provided to the shareholders and others, the systems of internal control over financial reporting which management
and the Board of Dircctors have established, and the audit process, as well as integrity of the company’s financial
statements, the company’s compliance with legal and regulatory requirements, the independent auditors’
qualifications and independence, and the performance of the internal auditor and the independent auditors. In
addition, the Audit Committec provides an open avenue of communication between the internal auditors, the
independent auditors, financial and senior management, and the Board of Directors. Except as otherwise required
by applicable laws, regulations or listing standards, all major decisions are considered by the Board of Diréctors
as a whole.

The Audit Committce recognizes that it is the duty of management and the independent auditor to plan and
conduct audits and to determine that Corning’s financial statements are complete, accurate and in accordance
with generally accepted accounting principles. The Audit Committec further recognizes that the conduct of
investigations, the resolutions of disagreements, if any, with the independent auditor and compliance with laws,
regulations and Corning’s Code of Conduct are a management function, .

COMPOSITION

The membership of the Audit Committee shall consist of at least three or more directors as determined by the
Board of Directors, of whom in the judgment of the Board of Directors shall meet the independence and financial
literacy requirements of the New York Stock Exchange, and be free from any relationship that, in the opinion of
the Board. would interfere with the exercise of independent judgment as a member of the Audit Committee. At
least one member of the Audit Committee shall in the judgment of the Board of Dircctors be an “audit committee
financial expert” under rules and regulations of the Sccurities and Exchange ‘Commission and one member (who
may also serve as the audit committee financial cxpert) shall in the judgment of the Board of Directors have
accounting or related financial management expertise in accordance with New York Stock Exchange Listing
Standards. Further, no member of the Audit Committee shall be an active or retired employee of Corning. Members
of the Audit Commitice shall serve at the pleasure of the Board of Directors. Audit Committee members shall not
simultancously serve on the audit committees of more than two other public companies.

The Audit Committee is appointed by the full Board of Dircctors at its annual organizational meeting.

MEETINGS

The Audit Commitice shall mect in person at lcast four times per year or more frequently as circumstances
requirc. The Committce may ask members of management or others to attend the meeting and provide pertinent
information as necessary. In addition, management and the Audit Committee will meet telephonically to discuss
and review Corning’s quarterly carnings press releases, carnings guidance and other financial information provided
to analysts and rating agencies in advance of each quarterly carnings release, as well as the quarterly financial
statements and company disclosures in “*Management’s Discussion and Analysis of Financial Condition and
Results of Operations™ prior to the filing of a report on Form 10-Q. The Audit Commitiee shall periodically meet
separately, in executive session, with management, the internal auditor and the independent auditor. The Audit
Committee shall report regularly to the Board of Directors with respect to its activities and make recommendations
as appropriate.



RESPONSIBILITIES AND DUTIES

.To fulfill i.ts responsibilities and duties, the Audit Committee shall:

Financial Reporting

L

Perform a timely review of quarterly and annual financial statements and other financial information
provided 1o shareholders.

Confirm that financial management and the independent auditor perform a timely analysis of significant
reporting issues and judgments made and report key issues to the Committec, including discussion of major
issucs regarding accounting principles and financial statement presentation.

Inquire of management, the internal audit partner, and independent auditor about significant risks or
cxposures, assess the steps management has taken to minimize such risk to the company, and evaluate the
need for disclosure thereof.

Review and discuss with management and the independent auditor the annual audited financial statements
and quarterly financial statements of the company, including: (a) company disclosures under "Management’s
Discussion and Analysis of Financial Condition and Results of Opcrations.” (b) any material changes in
accounting principles or practices used in preparing the financial statements prior to the tiling of a report
on Form 10-K or 10-Q, and (c) items required by Statement of Auditing Standards 61, Statement of Auditing
Standards 100 and Public Company Accounting Oversight Board Auditing Standard 2 in effect at that time
for annual and quarterly statements.

Review and discuss with management Corning’s quartcrly earnings press releases, carnings guidance and
other financial information provided to analysts and rating agencies in advance of each quarterly earnings
release.

Review with the independent auditor, the internal auditor and management: (a) the adequacy and effectiveness
of the systems of internal control over financial reporting (including any significant deficiencies and
material weaknesses as well as significant changes in internal control over financial reporting reported
to the Audit Committec by the independent auditor or management), accounting practices, and disclosure
controls and procedures; and (b) current accounting trends and developments, and take such related action
as appropriate.

Discuss with financial management and the independent auditor their qualitative judgments about the
appropriatencss, not just the acceptability, of accounting principles and financial reporting practices used
or proposed to be uscd, as well as the effect of regulatory and accounting initiatives and off-balance sheet
structures,

Issuc a letter for inclusion in Corning’s Annual Report on Form 10-K that includes disclosures as required
by SEC regulations, :

Recommend to the Board of Directors whether the financial statements should be included in the Annual
Report on Form 10-K,

Internal Control Over Financial Reporting

10.

Review with the independent auditor and the internal audit partner the adequacy of the company’s intcrnal
control over financial reporting (including information systems and security); and related significant
findings and recommendations of the independent auditor and internal audit, together with management’s
TeSpONses.

Review and discuss disclosures made by management about any significant deficiencies in the design or
operation of internal control over financial reporting or material weaknesses therein and any fraud involving
management or other employees who have a significant role in Corning’s internal control over financial
reporting. :
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12.

13.

Review and discuss management’s plans to perform annual and quarterly assessments of the effectiveness of
internal control over financial reporting to support the management report on internal control over financial
reporting as required by SEC regulation.

Review, at least annually, the scope and results of the internal audit program, including then current and
future programs of the internal auditor, procedures for implementing accepted recommendations made by
the independent auditor, and any significant matters contained in reports from the internal auditor.

Audit Process

Appointment of auditors

14.

16.

On an annual basis, appoint o re-appoint the independent auditor and review and approve the discharge of
the independent auditor. Instruct the independent auditor (a) that they are ultimately accountable to the Audit
Committee; (b) that the' Audit Committee has the authority and responsibility to appoint, retain, evaluate
and replace the independent auditor; and (c) that the Audit Committec, as the shareholders’ independent
representative, is the independent auditor’s client.

Approve management’s recommendation of the internal auditors to be nominated. Review and approve the
discharge of the internal auditors.

Review and concur in the appointment or replacement of the management individual charged with the role
of overseeing internal audit processes.

Performance, independence and qualification of auditors

17.

20.

Annually, review and assess the following concerning the competence of the independent auditor and
engagement team: '

Resumes of key engagement audit personnel.
The quality control procedures of the firm serving as independent auditor. -

The results of the most recent Public Company Accounting Oversight Board quality control review or
other assessments of the firm serving as independent auditor.

Receive and review: (a) report by the independent auditor describing the independent auditor’s internal
quality-control procedures and any material issues raised by the most recent internal quality-control review,
or peer review, of the independent auditing firm, or by any inquiry or investigation by governmental or
professional authorities, within the preceding five years, respecting one or more independent audits carried
out by the firm, and any steps taken to deal with any such issues; and (b) other required reports from the
independent auditor.

Discuss with the auditors and management the independence of the internal auditor and the independent
auditor, including a review of services and related fees provided by the independent auditor and the internal
auditors. Review disclosures from the independent auditor required by Independent Standards Board
Standard No. 1.

Ensure the rotation of the lead audit partner having primary responsibility for the external audit and the audit
partner responsible for reviewing the audit and other partners on the account as required SEC regulation.
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22,

Approve management’s policies for Corning’s hiring of employees or former employees of the independent
auditor who participate in any capacity in the audit of Corning. On an annua! basis, management should
provide the Audit Committee Chair with information on compliance with that policy.

Review with management and the internal audit partner, annually, the internal audit department’s charter,
staffing and significant objectives.

Compensation of the independent auditor

23

24,

The Audit Committee shall be directly responsible for the compensation and oversight of the work of the
independent auditor (including resolution of disagreements between management and the independent
auditor regarding financial reporting) for the purpose of preparing or issuing an audit report or related work.
The independent auditor shall report directly to the Audit Committee.

The Audit Committee shall preapprove all auditing services and all permitted non-audit services (including
fees and terms thereof) to be performed for Corning by its independent auditor. The Audit Committee
may delegate authority to its chairman to grant preapprovals of permitted non-audit services, provided that
decisions of such individual be presented to the full Audit Committee at its next scheduled meeting,

Review of audit plans and results

25.

Review with the internal audit partner and the independent auditor the coordination of audit effort to assure
completeness of coverage, reduction of redundant efforts, and the effective use of audit resources.

Review of audit results

26.

Review and discuss with management, the internal audit partner and the independent auditor at the completion
of the annual audit the following:

a}  Annual report of the company, including the consolidated financial statements and related footnotes.
by  Results of the audit of the consolidated financial statements and the related report thereon.

¢)  Review annually with the independent auditor the attestation to, and report on, the assessment of
controls made by management and the effectiveness of internal control over financial reporting.

d}  Censider whether any changes to the internal controls or disclosure controls processes and procedures
are appropriate in light of management’s assessment or the independent auditor’s report.

e)  Significant changes in the audit plan and any serious disputes or difficulties with management
encountered during the audit.

f)  Other communications as required by generally accepted auditing standards.

Other Items

27.

28.

29.

30.

Review policies and procedures with respect to officers’ expense accounts and perquisites, including their
use of corporate asscts, and the results of the annual review of these areas conducted by internal audit.

Review legal and regulatory matters that may have a material impact on the financial statements and related
corporate compliance policies, and programs and reports from regulators,

Review the status of compliance with laws, regulations and internal procedures; the scope and status of
systems designed to promote company compliance with laws, regulations and internal procedures, through
recciving reports from management, legal counsel and third parties as determined by the Audit Committee,

Discuss company policies with respect to risk assessment and risk management, and review contingent
liabilities and risks that may be material to Corning, as well as major legislative and regulatory developments
which could materially impact Corning’s contingent liabilitics and risks.
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31.  Establish procedures for the confidential and anonymous receipt, retention and treatment of complaints
received by the company regarding accounting, internal accounting controls or auditing matters, as well as
the confidential, anonymous submission by employees of concerns regarding questionable accounting or
auditing matters.

32, Investigate and respond to any instances or allegations of inappropriate behavior by management concerning
questions of compliance with securities laws or inquiries as may be reported by legal counsel.

33. Review, approve or ratify transactions between the company and related persons that are required to be
disclosed under Item 404 of SEC Regulatlon S-K, using the definitions of “transactions” and “related person”
in Item 404. . 7

General

34. At least semi-annually, meet with the internal audit.partner, the independent auditor, and management in
separate executive sessions to discuss any matters that the Audit Committee or these groups believe should
be discussed privately with the Audit Committee.

35.  Establish policies for the hiring of employees and former employees of the independent auditor.

36. Report Audit Committee actions to the Board of Directors with such recommendations, as the Audit
Committee may deem appropriate. At the Chairman’s option, the independent auditor should be made
available to meet with the Board of Directors annually or when otherwise appropriate.

37.  Conduct an annual performance evaluation of the Audit Committee and evaluate the adequacy of the Audit
Committee’s charter annually.

38. The Audit Committee shall have the power to authorize investigations into any matters within the
Audit Committee’s scope of responsibilities and hire outside resources and professionals in conjunction
therewith.

39, The Audit Committee will perform such others functions as assigned by law, the corporation’s bylaws, or the
Board of Directors.

40. Obtain advice and assistance, as api)ropriate, of independent counsel and other advisors as necessary to
fulfill the responsibilities of the Audit Committee.

Repaort .

41, The Audit Committee shall prepare a report each year for inclusion in the company’s proxy statement.
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APPENDIX B

Corning Incorporated
Compensation Committee of the Board of Directors
Committee Charter

Purpose

The Compensation Committee is appointed by the Board to discharge the Board’s responsibilities relating
to compensation of the Company’s CEO, other elected officers and directors; and to produce an annual report
on executive compensation for inclusion in the company’s annual proxy statement. The Committee has overall
responsibility for approving and evaluating the director, elected officer and other key executive compensation,
benefit and perquisite plans, policies and programs of the Company. Except as otherwise required by applicable
laws, regulations or listing standards, all major decisions are considered by the Board of Directors as a whole.

Committee Membership

The Compensation Committee shall consist of no fewer than three directors, all of whom in the judgment of the
Board of Directors shall be independent. A person may serve on the Compensation Committee only if the Board
of Directors determines he or she is a “non-employee director” under Rule 16b-3 of the Securities Exchange Act
of 1934; satisfies the requirements of “outside director” under Section 162(m) of the Internal Revenue Code; and
meets the independence requirements in the New York Stock Exchange listing standards. One member of the
Compensation Committee will serve as the Chairperson of the Compensation Committce.

The members of the Compensation Committee shall be appointed by the Board on the recommendation of the
Nominating and Corporate Governance Committee. Compensation Committee members may be replaced by the
Board.

Committee Authority and Responsibilities

1. The Compensation Committee shall annually review and approve corporate goals and objcctives relevant to
CEOQ and other officer compensation, evaluate the CEQ's performance in light of those goals and objectives,
and as a Committee or together with the independent members of the Board, determine and approve the
CEO’s compensation levels based on this evaluation. In determining the base salary, annual incentive and
long-term incentive components of CEQ compensation, the Compensation Committee will consider multiple
factors including the Company’s performance and relative shareholder return, the value of similar incentive
awards to CEOs at comparable companies, and the awards given to the CEQ in past years.

2.  The Compensation Committee shall have the sole authority to retain and terminate any compensation
consultant to be used to assist in the evaluation of director, CEO or senior executive compensation and shail
have sole authority to approve the consultant’s fees and other retention terms. The Compensation Committee
shall also have authority to obtain advice and assistance from internal or external legal, accounting or other
advisors as deemed appropriate or necessary by the Committee.

3. The Compensation Committee shall annually review and make recommendations to the Board with respect
to the compensation of all directors, elected officers and other key non-CEQ exccutives, including annual or
multi-year incentive-compensation plans and equity-based incentive plans. The Compensation Committce
does not, and shall not, cause or permit employee stock option grants to be backdated.

4.  The Compensation Committee shall annually review and approve, for the CEQ and the other clected officers
and key executives of the Company:

(a) the annual base salary levei;

(b) the annual incentive opportunity level;
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{c) the long-term incentive opportunity level,

(d) employment agreements, severance arrangements, and change in control agrecments/provisions, in
cach case as, when and if appropriate; and,

(¢) any special, supplemental or nonqualified benefits-or other perquisites relating to the CEO and other
officers and key executives of the Company. o

The Compensation Committec may form and delegate authority to subcommittees when appropriate.
Members of a subcommittee may include directors of the Company, employees of the Company, consultants
or any other parties as determined by the Compensation Commitiee in its sole discretion.

The Compensation Committee shali make regular reports to the Board. The Compensation Committee
shall meet at cach regularly scheduled mecting of the Board (currently established at six meetings per year).
Additional special meetings of the Compensation Committee will be convened at such other times as it
deems necessary to fulfill its responsibilities.

The Compensation Committee shall review and reassess the adequacy of this Charter annually, and conduct
an annual performance cvaluation of the Committee. :

The Compensation Committee shall review and discuss with management the Compensation Discussion and
Analysis (“CD&A”). Based on such review and discussion, the Compensation Committee shall determine
whether to recommend to the Board that the CD&A be included in the company’s annual report or proxy
statement. -




APPENDIX C

Corning Incorporated
Corporate Relations Committee of the Board of Directors
Committee Charter

Purpose and Scope of the Committee’s work:

. The function of the Corporate Relations Committee is to assist the Board of Directors in fulfilling its oversight
responsibility by reviewing the corporation’s strategies and policies in the areas of public relations and reputation,
employment policy and employee relations, public policy, and community responsibility. The Committee focuses
its work in the following general areas:

sjeaieiNl Axoid £00Z

e  The corporation’s public relations and reputation.

- Areas include corporate identity, investor relations, media relations, and product liability.

e The corporation’s responsibilities as an employer and its relationship with employees,

- Areas include safety and health policies; code of conduct; values; human resource and industrial
relations strategies; and internal communications strategies,

* The corporation’s relationship and role with governmental agencies and public policy.

- Areas include relationships with significant governmental agencies in the countries in which the
corporation operates.

¢ The corporation’s responsibilities as a community member.,
p y

- Areas include environmental policies, charitable contribution strategies, and significant projects
undertaken to improve communities within which the company has significant operations and
employment.

Meeting Schedule: Generally meets in February, April, July, October and December.
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APPENDIX D

Corning Incorporated
Finance Committee of the Board of Directors
Committee Charter

Purpose of the Committee

The Board of Directors has established a Finance Committee to assist the Board of Directors in fulfilling its
responsibilitics across the principal areas of corporatc finance for the company and its subsidiaries. As appropriate
in its judgment from time to time, the Finance Committee will assist the Board by reviewing such matters as capital
structure including equity and debt financing and repurchase activities, capital expenditures, cash management,
banking activities and relationships, investments and dispositions, risk management, insurance.

Committee Membership

The membership shall consist of at least three independent directors or more as determined by the Board.
At least one member shall have financial management expertise such as banking or investment management.
Members of the Finance Committce shall serve at the pleasure of the Board of Dircctors.

Committce members are appointed by the full Board of Directors at its annual organizational meeting or as the
Board shall determine to fill vacancies on the Finance Committee or to adjust its membership as needs may arise
from time to time. The chair is designated by the Nominating and Governance Committee.

Commiittee Operations

The Finance Committee shall normally meet five times cach year and generally in conjunction with the
regularly scheduled meetings of the Board of Directors, or more frequently as circumstances require as the Chair
of the Finance Committee or Chairman of the Board may direct. The Finance committee shall maintain written
minutes of its meetings. At cach regularly scheduled meeting of the Board of Dircctors, the Chair of the Finance
Committee shall provide the Board of Dircctors with a report of the Committee’s activities and proccedings. The
Committec may ask members of management or others to attend the meeting and provide pertinent information
as necessary.

For the transaction of busincss at any meeting of the Committee, a majority of the members shall constitute a
quorum.

The Committee shall annually review its charter and conduct a self assessment of its performance.

Responsibilities and Duties

To assist the Board of Directors, the Finance Committce shall be responsible for reviewing with company
management the stratcgies, operating plans, company policies and actions related to the significant corporate
finance matters of the company. Within the authorized levels delegated to it by the Board, the Finance Committee
may approve certain actions within thesc areas of corporate finance. The matters within its review scope shall
include:

1. Capital structure including discussion of the appropriateness, not just the acceptability, of all material
transactions prior to execution. The committee shall review and recommend for approval by the Board:

e the Company’s long-term capital structure guidetines;

e the dividend policy and declaration of dividends or other forms of distributions of the Company’s stock,
such as splits in the form of a stock dividend,;
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¢ the repurchase of the Company’s stock; and

s the Company’s short and long term financing transactions,

2. Capital expenditure plans and specific capital projects.
3. Mergers, acquisitions, divestitures and investments in third parties.
4. The company’s cash management plans and activities.
5. Strategies for managing certain exposures to financial, economic or hazard risks including:
¢ Hedging strategies related to foreign currency, interest rate, and commodity exposures;
* Insurance programs, including coverage for property, casualty, fiduciary, political risk, and directors
and officers; and :
¢ Review of the corporation’s enterprise risk management process.
6.  Funding strategies and actions for the company’s pensicn and other post-employment benefits programs.
7. The company’s tax situation and strategy.
8. The quarterly and annual financial statements, the company’s financial plans and other financial information
that management uses in its internal decision analysis activities.
9.  The company’s credit ratings and ratings objectives.
Other Activities

10.  Policies and procedures with respect to Debt Management, Financial Risk Management, and Insurance.

Legal and regulatory matters that may have a material impact on the financial statements as they pertain to
financing or risk management activities of the company.

General

The Committee may engage outside independent advisors in order to obtain advice and assistance, as it
may consider necessary or advisable.

Approval Authority

The Finance Committee has the authority to approve these items at the following levels:

Capital Expenditures: items over $25 million up to $50 million
Acquisitions, investments and dispositions: items over $10 million up to $25 million.

The Committee will review items that exceed their approval limits and make recommendations to the full
Board.
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APPENDIX E

Corning 1ncorporated
Nominating and Corporate Governance of the Board of Directors
Committee Charter

Purpose

The Nominating and Corporate Governance Committee shall: (1) identify and recommend qualifted individuals
to the Board for nomination as members of the Board, consistent with criteria approved by the Board; (2) develop
and recommend to the Board a set of Corporate Governance Guidelines; (3) lead the Board in its annual review
of the Board’s performance and oversee the evaluation of management; (4) to recommend to the Board director
nominees for the next annual meeting of shareholders; (5) recommend to the Board director nominees for each
of its standing committees; and (6) undertake such other duties as may be delegated to it from time to time. The
Committee shall report to the Board on a regular basis and not less often than twice a year.

Committee Membership

The Committee shall consist of three or more directors, all of whom, in the judgment of the Boafd, shall be
“independent” under the New York Stock Exchange listing standards. '

The members shall be appointed by the Board. They shall serve at the pleasure of the Board and for such term
as the Board may determine.

Committee Structure and Operations

The Board shall designate one member of the Committee to serve as chairperson of the Committee. The
Committee shall meet in person or telephonically at least twice a year at a time and place determined by the
Committee chairperson, with further meetings to occur when deemed necessary or desirable by the Committee
or its chairperson.

Commirtees Duties and Responsibilities

To fulfill its responsibilities and duties the Commiitee shall:

. Make recommendations to the Board from time to time as to changes that the Committee believes to be
desirable with regard to the appropriate size, functions and needs of the Board.

2. Establish the criteria for membership; such criteria should cover, among other things, diversity, experience,
skil! set and the ability to act on behalf of shareholders.

3. Identify individuals believed to be qualified to become Board members, and to recommend to the Board the
nominees to stand for election as directors at the annual meeting of stockholders. In the case of a vacancy
in the office of director, the Committee shall recommend to the Board an individual to fill such vacancy
either through appointment by the Board or through election by stockholders. In nominating candidates, the
Committee shall take into consideration such factors as it deems appropriate, including judgment, experience,
skills and personal character of the candidate, as well as its assessment of the needs of the Board and the
Committee.

4. Conduct appropriate inquiries into the backgrounds and qualifications of possible candidates.
5. Review candidates recommended by shareholders.

6. Recommend to the Board the membership of any committee of the Board and to identify and recommend
Board members qualified to fill vacancies on any committee of the Board.
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7.  Recommend director nominees for approval by the Board and its shareholders.

8.  Assist the Board in assessing whether individual members of the Board are independent within the New York
Stock Exchange listing standards.

9.  Establish director retirement policies.

10. Review the outside activities of, and to consider questions of possible conflicts of interest of, Board members
and senior executives.

1. Review and approve transactions between the company and related persons that are to be disclosed under
Item 404 of SEC Regulation S-K, using the definitions of “transactions” and “related person™ in ltem 404,
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12, Oversee and assist the Board with an annual assessment of the Board’s performance through such process as
the Committee shall determine advisable including, if appropriate, the solicitation of comments from each
member of the Board. The annual assessment shall be discussed with the full Board following the end of
each fiscal year.

13, Oversee and assist the Board in annually reviewing with the Chairman and Chief Executive Officer the job
performance and evaluation of elected corporate officers and other senior executives.

14. Develop and recommend to the Board a set of corporate governance principles for the company, to review
those principles at least annually, and to recommend any proposed changes to the Board as the Committee
deems advisable.

15. Review and reassess the adequacy of this Charter annually, and conduct an annual performance evaluation
of the Committee.

Resources and Authority of the Committee

The Committee shall have the resources and authority appropriate to discharge its duties and responsibilities,
including the authority to obtain advice and assistance from internal or outside legal, accounting or other advisors.
The Committee shall have the sole authority to retain and terminate any search firm to be used to identify director
candidates and shall have sole authority to approve the search firm’s fees and other retention terms.
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, : . APPENDIX F

Corning Incorporated
Pension Committee of the Board of Directors
Committee Charter

Purpose

The Board of Directors has established a Pension Committee to assist the Board of Directors in fulfilling its
oversight responsibilities of pension plans (defined benefit plans in the US and similar style international plans)
for the Company and its subsidiaries. The Committee shall annually approve a pension policy, and as appropriate
in its judgment from time to time, appoint investment managers, custodians, trustees, and other plan fiduciaries
for the purpose of implementing the policy.

Committee Membership

The membership of the Pension Committee shall consist of three or more directors as determined by the
Board. At least one member shall have financial investment expertise such as banking, insurance or investment
management. Members of the Pension Committee shall serve at the pleasure of the Board of Directors.

This Committee is appointed by the full Board of Directors at its annual organizational meeting or as the Board
shall determine to fill vacancies on the Committee or to adjust its membership as needs may arise from time to
time.

A Chair will be designated by the Nominating and Corporate Governance Committee.

Meetings

The Committee shall normatly meet at normally five (5) times each year and generally in conjunction with the
regularly scheduled meetings of the Board of Directors, or more frequently as circumstances require as the Chair
of the Committee or Chairman of the Board may direct. The Committee may ask members of management or
others to attend the meeting and provide pertinent information as necessary.

The Committee shall maintain written minutes of its meetings. Ateach regularly scheduled meeting of the Board
of Directors, the Chair of the Committee shall provide the Board of Directors with a report of the Committee’s
activities and proceedings.

Responsibilities and Duties

The Committee shall exercise an oversight responsibility. It shall not be deemed the fiduciary of any of the
Retirement Plans, nor shall it be responsible for the investment decisions made by others acting as fiduciaries under
the Plan. The Pension Committee shall be responsible for reviewing periodically with Company management
the funded level of, and any management proposals for, contributions to all defined benefit pension plans and
investment performance of the US pension. Within the authorized levels delegated to it by the Board, the
Committee may approve actions or further delegate responsibilities for the purpose of implementing the pension
policy. The matters within its review or approval scope shall include:

1. The Committee shall approve annually a pension policy;

2. The Committee shall approve, from time-to-time, hiring and termination of fiduciaries for the plan;

3. The Committee will conduct an annual performance self-evaluation and review the adequacy of the
Committee’s charter annually.




Oversight Responsibilities

* The Committee may rely upon presentations of management, investment advisors, actuaries, or other
experts believed by the Committee to be informed and knowledgeable.

* It may engage outside independent advisors in order to obtain advice and assistance, as it may consider
necessary or advisable,

¢ The Committee shall review at least annually presentations by the Treasurer or Director of Pension and
Investments in their capacity as members of the Investment Committee. These presentations will include
information concerning the US pension plan’s funded status, actual asset allocation versus policy target
levels, investment management performance, proxy voting, and cash flows.
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¢  The Committee shall review annually actions taken during the course of the year by the Benefits
Committee. These actions will concern among other items administrative matters for the Company’s
defined benefit plans, and investment management and administrative matters for Company’s defined
contribution plans. ‘
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APPENDIX G

Corning Incorporated
Corporate Governance Guidelines

The Board of Dircctors of Corning Incorporated, acting on the recommendation of its Nominating and Corporate
Governance Committee, has adopted these guidelines to promote the effective functioning of the Board and its
committees.

Role of the Board

.

The business and affairs of Corning Incorporated are managed by or under the direction of its Board of Directors
in accordance with New York law. The directors’ fiduciary duty is to exercise their business judgment in the best
interests of Corning Incorporated’s shareholders.

Board Structure and Composition

Board Size. The size of the Board will provide for sufficient diversity among non-employee directors while also
facilitating substantive discussions in which each director can participate meaningfully. The Board size, currently
15 members, will be set by the Board on recommendation of the Nominating and Corporate Governance Committee,
and within the limits prescribed by Corning Incorporated’s by-laws.

Independent Directors. A substantial majority of the Board will consist of directors whom the Board has determined
to be independent. In general, an independent director must have no material relationship with Corning Incorporated,
directly or indirectly. For this purpose, Corning Incorporated will ensure that it complies with the independence
requirements of SEC and the NYSE Listing Standards, as well as director qualification standards recommended by
the Nominating and Corporate Governance Committee.

“Immediate family member” includes a person’s spouse, parents, children, siblings, in-laws, and any one (other
than cmployces) who shares such person’s home. Materiality for this purpose wil! be evaluated both from the
standpoint of Corning Incorporated and from the standpoint of the director or the persons or entities with which
the director is affiliated.

Notwithstanding the fact that an individual may not satisfy one or more of the above criteria, the Board may
nevertheless determine that the director has no material relationship with the corporation that would interfere with
indcpendence and should be considered independent. In that case, the reasons for any such determination will be
specifically set forth in the proxy statement for any meeting at which that director is standing for election.

Chairman and CEQ. The Board belicves it is appropriate for Corning Incorporated’s Chief Executive Officer (CEQ)
also to serve as Chairman of the Board. However, the Board retains the authority to separate those functions if it
deems such action appropriate in the future,

Lead Director. The Board will designate and publicly disclose a non-employee director who will lead the non-
employee directors’ executive sessions.

Term Limits. The Board believes that experience as a Corning Incorporated director is a valuable asset, especially in
tight of the size and global scope of the corporation’s operations. Therefore, directors are not subject to term limits
except as a result of reaching the Board’s mandatory retirement age.

Mandatory Retirement. No director may stand for election after reaching age 72.

Other Directorships. Recognizing the substantial time commitment required of directors, an empioyee director will
serve on the board of no more than three ather public companies, a non-employee dircctor will serve on the board
of no more than five other public companies, and the chief executive officer who is director will serve on the board

G-1




of no more than two other public companies. Each director will serve on the boards of other public and private
companies and not-for-profit entitics only to the extent that, in the judgment of the Nominating and Corporate
Governance Committee, such services do not detract from the director’s ability to devote the necessary time and
attention to Corning Incorporated. The Nominating and Corporate Governance Committee will periodically
review all directors’ service on the boards of other public companics.

Change in Status. To avoid any potential for a conflict of interest or potential conflict of interest, dircctors will
not accept a scat on any additional public company board or any governmental position without first reviewing the
matter with the Nominating and Corporate Governance Committee. In addition, a non-employee director will tender
his or her resignation for consideration by the Nominating and Corporate Governance Committee in the event of
retirement or other substantial change in the nature of the director’s employment or other significant responsibilities.
[f the Nominating and Corporate Governance Committee determines that the resignation should be accepted, the
Committee will refer that recommendation to the Board.

Director Selection; Qualifications; Education

Director Candidates. The Board, acting on the recommendation of the Nominating and Corporate Governance
Committee, will nominate a slate of director candidates for election at each annual meeting of shareholders and
will elect directors to fill vacancies, including vacancics created as a result of any increase in the size of the Board,
between annual meetings.

Qualifications. Candidates are selected for their character, judgment, diversity of experience, acumen and their
ability to act on behalf of shareholders. Scientific expertise, business expericnce, prior governmental service and
familiarity with national and international issues affecting business are among the relevant criteria. Final approval
of a candidate is determined by the full Board.

Orientation. New directors will receive a comprehensive orientation from responsible executives regarding
Corning Incorporated’s business and affairs, including written materials, meetings with key management and
visits to facilities. ‘

Continuing Education. Reviews of particular aspects of Corning Incorporated’s operations will be presented by
responsible executives from time to time as part of the agenda of regular Board meetings. The Board will also
normally conduct an on-site inspection of a Corning Incorporated facility in conjunction with a regular Board
mecting at least once every other year. '

Board Meetings and Director Responsibilities
Number of Regular Meetings. The Board currently holds regular meetings six times per year.

Agenda and Briefing Material. An agenda for each Board meeting and briefing materials will, to the extent
practicable in light of the timing of matters that require Board attention, be distributed to each director at least one
week prior to cach meeting. Briefing materials should be concise and yet sufficiently detailed to permit directors
to make informed judgments. The Chairman will normally determine the agenda for Board meetings, but any
director may request the inclusion of particular items.

Meeting Attendance. 1t is expected that cach director will make cvery effort to attend cach Board meeting, each
annual meeting of sharcholders and each meeting of any committee on which he ot she sits, Attendance in person
is preferred but attendance by teleconference is permitted if necessary under the circumstances.

Director Preparedness.  Each director should be familiar with the agenda for each meeting, should have
carctully reviewed all other materials distributed in advance of the meeting, and should be prepared to participate
meaningfully in the meeting and to discuss all scheduled items of business.

G-2

ajeN Axoud Loozw

s|e




ksmg.lalew Axo.d 2002 J

Confidentiality. The proceedings and deliberations of the Board and its committces are confidential. Each director
will maintain the confidentiality of information received in connection with his or her service as a director.

Non-employee Director Executive Sessions

An executive session of the non-employee directors will normally be held immediately before, during or after
cach meeting of the full Board. The Chair of the Nominating and Corporate Governance Committee or other
non-employee dircctor as chosen by the Board will preside at the exccutive sessions, and will be disclosed in the
proxy statement per the NYSE rules. Any non-employee director may raisc issues for discussion at an executive
session.

Board Self-evaluation

Annually, the Board will cvaluate its performance and cffectiveness as a Board. as well as the performance
and effectiveness of its committees, and will abide by NYSE Listing Standards for sclf-evaluation for selected
Committees.

Committees

Committees. The Board will appoint from among its members an exccutive committee and other committees it
determines are necessary or appropriate (o conduct its business. Currently, the standing committees of the Board
are the Exccutive Committee, Audit Committee, Nominating and Corporate Governance Committee (which serves
as the nominating and corporate governance commitiee within the meaning of the New York Stock Exchange
rules), Pension Committee, Compensation Comimittee, Finance Committee, and Corporate Relations Committee.

Commitiee Composition. The Nominating and Corporate Governance Committee, Board Audit Committec, and
Board Compensation Committee will consist solely of independent directors. With the exception of the Exccutive
Committee where the Chairman of the Board will be the Chair, the Nominating and Corporate Governance
Committee will recommend committee Chairs to the Board for approval.

In addition:

» the membership of the Board Audit Committee must meet such additional requirements as may apply
under the rules of the New York Stock Exchange and the Securities and Exchange Comimission;

e the membership of the Board Compensation Committce must meet such additional requirements as may
apply under the rules of the New York Stock Exchange and must qualify as an independent “non-employce
directors” for purposes of Rule 16b-3 of the Securities and Exchange Commission; and

s no member of the Board Compensation Committee may be part of a compensation committee interlock
within the meaning of Regulation S-K of the Securities and Exchange Commission.

Committee Charters. Each of the committees will have a written charter sctting further its responsibilitics if they
are not stated in the company’s by-laws. Charters witl be adopted by the Board bascd on the recommendation of
the applicable committee.

Commirttee Assignments. Membership of each committee will be determined by the Board on the recommendation
of the Nominating and Corporate Governance Committee. Consideration will be given to rotating committee
memberships periodically.

Committee Self-evaluation. Annually, cach of the Board committees will conduct an evaluation of its performance
and effectiveness and will consider whether any changes to the committee’s charter are appropriate.




Committee Reports. The Chair of each Board committee will report to the full Board on the activities of his or
her committee, including the results of the committee’s self-evaluations and any recommended changes to the
committee’s charter,

CEOQ Performance Review

At least annually, the non-employee directors will, in conjunction with the Board Compensation Committee,
review the performance of the CEO in light of the corporation’s goals and objectives. The Compensation Committee
meets annuaily with the CEO to receive his or her recommendations concerning such goals.

Management Succession Planning and Performance Review

At least annually, the Board will review and approve succession plans for the CEO and other senior executives.
Succession planning will address both succession in the ordinary course of business and contingency planning
_ in case of emergencies or unforeseen events. To assist the Board, the CEO annually provides the Board with an
assessment of senior managers and of their potential to succeed him or her. The CEQ also provides the Board with
an assessment of persons considered potential successors to certain senior management positions.

The function of the Board in monitoring the performance of senior management is fulfilled by the presence of
outside directors who have a substantive knowledge of the business. The Board selects the senior management
team, which is charged with the conduct of the company’s business. Having selected the sentor management team,
the Board acts as an advisor to senior management and ultimately monitors its performance. The Compensation
Committee also is responsible for setting performance goals and comperisation for the direct reports to the CEO.
These decisions are approved or ratified by action of the ocutside directors of the Board at a meeting or executive
session of that group. '

Board Resources

Access to Employees. Non-employee directors will have full access to the senior management of Corning
Incorporated and other employees. The Board expects that there will be regular opportunities for directors to
meet with the CEO and other members of senior management in Board and committee meetings and in other
formal or informal settings.

Authority fo Retain Advisors. 1t is normally expected that information regarding the corporation’s business and
affairs will be provided to the Board by Corning Incorporated management and staff and by the corporation’s
independent auditor. However, the Board and each committee have the authority to retain such outside independent
advisors, including accountants, legal counsel, or other experts, as it deems appropriate. Non-employee directors
will have tull access to such outside independent advisors to ask questions regarding Corning Incorporated. The
fees and expenses of any such advisors will be paid by Corning Incorporated.

Code of Conduct

Corning Incorporated has adopted a comprehensive “Our Code of Conduct.” These standards include policies
calling for strict observance of all laws applicable to Corning Incorporated’s business and describes conflicts of
interest policies which, among other things, requires that directors avoid any conflict between their own interests
and the interests of the corporation in dealing with suppliers, customers, and other third parties, and in the conduct
of their personal affairs, including transactions in securities of the corporation, any affiliate, or any nonaffiliated
organization. Each director is expected to be familiar with and to follow these policies to the extent applicable to
them.
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Communication by Interested Parties with the Non-employee Directors

The Nominating and Corporate Governance Committee will maintain procedures for interested parties
to communicate directly with the non-employee directors. The Board believes that it is management’s role to
speak for the company. These procedures will be published in the proxy statement for cach annual mecting of
sharcholders and posted on Corning Incorporated’s [nternet site.

Corning Incorporated Non-employee Director Compensation

Compensation for non-employee directors will be determined by the independent members of the Board on the
recommendation of the Compensation Committee, and will be reviewed annually at a minimum. Non-cmployee
dircctor compensation will be set at a level that is consistent with market practice, taking into account the size
and scope of the corporation’s business and the responsibilities of its directors. All directors arc expected to own
stock in the company in an amount that is appropriate for them. In considering benefits and compensation of non-
employee directors, the Board will consider whether questions regarding directors’ independence may be raised
by anything that would be considered non-customary, or the company providing indirect forms of compensation or
benefits to a director or any substantial charitable contributions to organizations in which a director is affiliated.

Non-employee Director Stock Ownership

Within five years of joining the Board, each non-employec director will own stock in the company with a value
of at lcast five times the company annual cash retainer paid to such director. Non-employee dircctors have up to
three years to return to this required stock ownership level if the company stock price drops by over twenty percent
in any calendar year.

Option Repricing

The corporation will not, without sharcholder approval, amend any employce stock option to reduce the exercise
price {cxcept for appropriate adjustments in the case of a stock split or similar change in capitalization); or offer
1o exchange outstanding employee stock options for options having a lower exercise price; or offer to exchange
options having an exercise price below the current market price for cash, restricted stock, or other consideration.

Stock Option Pricing

The corporation will grant employee stock options approved by the Compensation Committee (the *Committee”)
of the Board of Directors (the *Board™) and reported to the Board, with the option exercisc price determined by the
NYSE closing price on onc or more of these grant dates:

{a) on the day the stock option grant is reported to the Board after Compensation Committee approval, or

{(b) on the first business day of the month following date of hire for a newly hired cmployec granted stock
options, or

(¢) ona fixed, future grant date or dates as approved by the Committee and reported to the Board.

Upon delegation by the Compensation Committee, the Chief Administrative Officer may grant limited numbers
of stock options to non-officer active employees in special situations. These grants shalti be effective when signed
by that Officer. The option exercise price shall be determined by the NYSE closing price on the effective grant date
or on a fixed, future date. Grants awarded under this authority shall be reported to the Compensation Committee
on or before its next regular meeting.

The corporation shall not backdate employce stock options or sct an option exercise price in stock option grants
other than in conformance with the methods described above.




Shareholder Matters

Shareholder matters such as voting rights, confidential voting, ratification of auditors, sharcholder proposals
receiving a majority approval and others are contained within, and governed by Corning Incorporated’s by-laws
and charter. :

Re-evaluation of Corporate Governance Guidelines

The Board wili review and revise these Corporate Governance Guidelines as appropriate from time to time
based on the recommendation of the Nominating and Corporate Governance Committee.

Director Qualification Standards

The Board adopted a formal set of director qualification standards under the NYSE Listing Standards approved
by the SEC in November 2003 concerning determination of director independence. To be considered independent,
a director must be determined by resolution of the Board after due deliberation, to have no material relationship
with the company other than as a director. In each case, the Board will broadly consider all relevant facts and
circumstances and also apply the following standards:

L. A director will not be independent if within the preceding three years: (a) the dircctor was employed
by the company or any of its subsidiaries; (b) an immediate family member of the director was an
executive officer of the company; (c) the director was employed by or affiliated with the company’s
independent internal or external auditor; (d) an immediate family member of the director was employed
in a professional capacity by the company’s independent internal or external auditor; or () an executive
officer of the company was on the board compensation committee of a second company that employed
either the director or an immediate family member as an executive officer.

2. Adirector will not be independent if within the preceding three years: (a) the director or an immediate
family member receives more than $100,000 per year in direct compensation from the company, other
than normal director and committee fees and pension or other forms of deferred compensation for
prior services; (b) a director is an officcr or employee of a second company that makes payments to, or
receives payments from the company for property or services in an amount which, in any single fiscal
year, exceeds the greater of $1 million or 2% of the second company’s consolidated gross revenucs;
{c) an immediate family member of a director is an executive officer of a second company that makes
payments to, or receives payments from the company at the levels in 2(b); or (d) if a director serves
as a paid executive officer of a charitable organization that received contributions in any single fiscal
year that exceeded the greater of $1 million or 2% of such charitable organization’s consolidated gross
revenues. The Board shall consider the materiality of any such relationships, even if they are below the
dollar thresholds.

3. The determination of whether a section 2 relationship is material or not {and whether a director is
independent or not) shall be made by those directors on the Board who satisfy the independence
guidelines.

4. The company will not make any personal loans or extensions of credit to directors or executive
officers.

5. For independence, all directors must deal at arms’ length with the company and its subsidiaries
and disclose circumstances that are material to the director if they might be viewed as a conflict of
interest.

sje@)elA Axoud £002




iﬂeyalew Ax01d £00T J

APPENDIX H

Corning Incorporated
Code of Ethics
For Chief Executive Officer and Financial Executives

In my role as an executive of Corning Incorporated, I certify to you that 1 adhere to and advocate the following
principles and responsibilities governing my professional and ethical conduct.

To the best of my knowledge and ability:

1. 1act with honesty and integrity, avoiding actual or apparent conflicts of interest in personal and professional
relationships.

2. 1 provide constituents with information that is accurate, complete, objective, relevant, timely, and
understandable.

3. 1comply with rules and regulations of federal, state, provincial and local governments, and other appropriate
private and public regutatory agencies. I provide full, fair, accurate, timely, and understandable disclosure to
my constituents and/or in reports provided to external constituencies (SEC, sharcholders, reporting agencies,
ete.).

4. Tactin good faith, responsibility, with due care, competence and diligence, without misrepresenting material
facts or aowing my independent judgment to be subordinated.

5. I respect the confidentiality of information acquired in the course of my work except when authorized or
otherwise legally obligated to disclose. Confidential information acquired in the course of my work is not
used for personal advantage.

6. I share knowledge and maintain skills important and relevant to my constituents’ needs.

7. 1 proactively promote high integrity as a responsible member of my business leam and/or in my work
environment.

8. 1 achieve responsible use of and control over all company.assets and resources employed or entrusted to
me. ‘

9. I will report any known or suspected violations of this code to the Corporate Controller or the General
Counsel.

10. [ am accountable for adhering to this code.

Dated:

Signed:




APPENDIX H

Cofning Incorporated
Code of Conduct
For Directors and Executive Officers

In my role as a Director or Executive Officer of Corning Incorporated, I certify that | adhere to and advocate the
following principles and responsibilities governing my professional and ethical conduct.

1.

I have read Qur Code of Conduct, the code of business ethics that applies generally within the Company. |
will abide by its standards in carrying out my role as a Director or Executive Officer of the Company. The
Code of Business Ethics for Directors and Executive Officers incorporates the provisions of Qur Code of
Conduct, as supplemented by this document,

I act with honesty and integrity, avoiding actual and apparent conflicts with the intcrests of Corning
Incorporated. A conflict of interest would occur when an individual’s private interest interferes — or cven
appears to interfere — with the interests of the Company as a whole. When any issue arises that may present
an actual or apparent conflict, [ will bring that issue to the attention of Corning’s Chairman or General
Counsel and seek a waiver or recuse myself from action on the particular matter.

In acting on any business for Corning Incorporated, | comply with rules and regulations of federal, state,
provincial and local governments, and other appropriate private and public regulatory agencies, and will act
as appropriate within my position to assure that the Company complies with such rules and regulations.

1 understand the requirement that the Company provide full, fair, timely and understandable disclosure to
its external constituents (SEC, shareholders, reporting agencies) and wilt take that requirement into proper
account in carrying out my duties as a Director or Executive Officer of the Company.

I understand that insider trading on the basis of non-public material information is both uncthical and illcgal
and will not be tolerated by the Company. As a Director or Executive Officer, | will abide by guidance from
the Company regarding appropriate periods when trading in securities of the Company may be permitted, as
well as periods when such trading is not permitted.

I respect the confidentiality of Company information acquired in the course of my duties as a Director or
Executive Officer of the Company. Confidential information of the Company or its customers may not be
used for personal advantage. Confidential information includes all non-public information that might be of

use to competitors, or harmful to the company or its customers, if disclosed.

lunderstand that business opportunities within the scope of the business of the Company, as well as reasonable
extensions of the scope of that business, represent corporate opportunities of Corning and may not be diverted
for any separate personal purpose or benefit. I will not take for myself personally any opportunitics that are
discovered through the use of corporate property, information or position. I will not use corporate property,
information or position for personal gain. I will not compete with the Company directly or indirectly. [ will
fulfill my duty to the company to advance its legitimate interests when the opportunity to do so arises.

I understand that the Company has a duty to deal fairly with its customers, suppliers, competitors and
employees. It is a principle of the Company that no employee should take unfair advantage of another through
manipulation, concealment, abuse of privileged information, misrepresentation, or any other practice of
unfair dealing.

1 understand that I have an obligation to protect the Company’s assets and ensure their efficient use and,
within the scope of my responsibilities as a director or executive officer, will ensure that Company assets are
used for legitimate business purposes.

As adirector or executive officer, 1 recognize that the Company should proactively promote ethical behavior.
Through its Code of Conduct, the Company encourages its employees to talk to supervisors, managers,
Corporations General Counsel or the Corporate Controller when in doubt about the best course of action
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in a particular situation. The Company also encourages that employees report violations of laws, rules,
regulations or the Code of Conduct to the General Counsel of the Corporation. In addition, the Company
ensures that its employees know that there will be no retaliation for reports made in good faith. Tadhere to
and support these principles. ‘ '

Dated:

Signed:
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Corning Incorporated and its consolidated subsidiaries are hereinafter sometimes referred to as “the Company,”
“the Registrant,” “Corning,” or “we.”

This report contains forward-looking statements that involve a number of risks and uncertainties. These statements
relate to our future plans, objectives, expectations and estimates and may contain words such as “believes,”
“expects,” “anticipates,” “estimates,” “forecasts,” or similar expressions. Our actual results could differ materially
from what is expressed or forecasted in our forward-looking statements. Some of the factors that could contribute
to these differences include those discussed under “Forward-Looking Statements,” “Risk Factors,” “Management’s
Discussion and Analysis of Financial Condition and Results of Operations,” and elsewhere in this report.

Business Description

General

Corning traces its origins to a glass business established in 1851. The present corporation was incorporated in the
State of New York in December 1936. The Company’s name was changed from Corning Glass Works to Corning
Incorporated on April 28, 1989.

Corning is a global, technology-based corporation that operates in four reportable business segments: Display
Technologies, Telecommunications, Environmental Technologies and Life Sciences.

Display Technologies Segment

Corning’s Display Technologies segment manufactures glass substrates for active matrix liquid crystal displays
(LCDs), that are used primarily in notebook computers, flat panel desktop monitors, and LCD televisions.
Corning’s facilities in Kentucky, Japan and Taiwan and those of Samsung Corning Precision Glass Co., Ltd.
(Samsung Corning Precision, which is 50% owned by Corning) in South Korea develop, manufacture and
supply high quality glass substrates using a proprietary fusion manufacturing process and technology expertise,
Samsung Electronics Co., Ltd. has a 43% interest in Samsung Corning Precision, which sells glass to LCD panel
manufacturers in Korea. Another shareholder owns the remaining 7% interest in Samsung Corning Precision.
Panel manufacturers in the other leading LCD-producing areas of the world, Japan, Taiwan, Singapore and China,
are supplied by Corning.

Corning has been a leader to market with new large-generation sized glass substrates used by our customers in
the production of larger LCDs for monitors and television. We are recognized for providing product innovations
that help our customers produce larger, lighter, thinner and higher-resolution displays more affordably. Glass
substrates are currently available from Corning in sizes up to Generation 8 (2160mm x 2460mm), which was
introduced by Corning in late 2006. Large substrates (Generation 5 and higher) allow LCD manufacturers to
produce larger and a greater number of panels from each substrate. The larger size leads to economies of scale
for LCD manufacturers and is expected to enable lower display prices for consumers in the future. At the end of
2006, approximately 85% of Corning and Samsung Corning Precision’s volume of LCD glass was Generation 5
(1100mm x 1250mm) and higher.

Corning’s proprietary fusion manufacturing process was invented by the Company. It is the cornerstone of
Corning’s technology leadership in the LCD industry. The automated process yields high quality glass substrates
with excellent dimensional stability and uniformity — essential attributes for the production of increasingly larger,
high performance active matrix LCDs. Corning’s fusion process is scalable and has proven to be among the most
effective processes in producing large size substrates. In 2006, Corning launched EAGLE XG™, the industry’s
first environmentally-friendly LCD glass substrate that is free of all heavy metals.

LCD glass manufacturing is a highly capital intensive business. Corning continues to make significant
investments to expand its LCD glass facilities in response to anticipated customer demand. The environment
is very competitive. Important success attributes include efficient manufacturing, access to capital, technology
know-how, and patents.
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Patent protection and proprietary trade secrets are important to the segment’s operations. Corning has a growing
portfolio of patents relating to its products, technologies and manufacturing processes. Corning licenses certain
of its patents to Samsung Corning Precision and other third parties and generates revenue from these licenses.
Reference is made to the material under the heading “Patents and Trademarks” for mformanon relating to patents
and trademarks.

The Display Technologies segment represented 41% of Corning’s sales for 2006.
Telecommunications Segment

The Telecommunications segment produces optical fiber and cable, and hardware and equipment products for
the worldwide telecommunications industry. Corning invented the world’s first low-loss optical fiber more
than 30 years ago. It offers a range of optical fiber technology products and enhancements for a variety of
applications, including premises, fiber-to-the-premises access, metropolitan, long-haul and submarine networks.
Corning makes and sells InfiniCor® fibers for local area networks, data centers and central offices; NexCor®
fiber for converged services networks; SMF-28e® single mode optical fiber that provides additional transmission
wavelengths in metropolitan and access networks; MetroCor® fiber products for metropolitan networks; LEAF®
optical fiber for long-haul, regional and metropolitan networks; and Vascade® submarine optical fibers for use in
submarine networks. Corning has two large optical fiber manufacturing facilitics in North Carolina and another
facility in China. As a result of lowered demand for optical fiber products, in 2002 Corning mothballed its optical
fiber manufacturing facility in Concord, North Carolina and transferred certain capabilities to its Wilmington,
North Carolina facility. Corning believes that the Concord facility can be returned to productive capacity within
six to nine months of a decision to reopen.

A significant portion of Corning’s optical fiber is sold to subsidiaries such as Corning Cable Systems LLC (Corning
Cable Systems), and Corning Cable Systems GmbH. Optical fiber is cabled prior to being sold in cable form. The
remaining fiber production is sold directly to end users or third party cablers around the world. Corning’s cabling
operations include large facilities in North Carolina, Poland, and Germany and smaller regional locations and
equity affiliates.

Corning’s hardware and equipment products include cable assemblies, fiber optic hardware, fiber optic connectors,
optical components and couplers, closures and pedestals, splice and test equipment and other accessories for
optical connectivity. For copper connectivity, Corning’s products include subscriber demarcation, connection
and protection devices, xDSL (different variations of DSL) passive solutions and outside plant enclosures. Each
of the product lines may be combined in Corning’s fiber-to-the-premises solutions, Corning has manufacturing
operations for hardware and equipment products in North Carolina and Texas, as well as Europe, Mexico, China,
Arizona, and the Caribbean. In addition, Corning offers products for the cable television industry, including
coaxial connectors and associated tools.

Patent protection is important to the segment’s operations. The segment has an extensive portfolio of patents
relating to its products, technologies and manufacturing processes. The segment licenses certain of its patents
to third parties and generates revenue from these licenses, but the royalty revenuc is not currently material to the
business. Corning is also licensed to use certain patents owned by others. These licenses are also important to
the segment’s operations. Refcrence is made to the material under the heading “Palems and Trademarks” for
information relating to the Company’s patents and trademarks.

The Telecommunications segment represented 33% of Corning’s sales for 2006.
Environmental Technologies Segment

Corning’s environmental products include ceramic technologics and solutions for emissions and pollution control
in mobile and stationary applications around the world, including gasoline and diesel substrate and filter products.
In the early 1970’s, Corning developed an economical, high-performance cellular ceramic substrate that is now
the standard for catalytic converters worldwide. In response to tightening emission control obligations around the
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world, Corning has continued to develop more efficient substrate products with higher density and greater surface
area. Corning manufactures these products in New York, Virginia, China, Germany and South Africa. Corning is
investing in new ceramic substrate and filter technologics for diesel emission control device products, with a new
production facility in New York to produce such products for diesel vehicles worldwide. Corning sells its ceramic
substrate and filter products worldwide to manufacturers of emission control systems who then sell to automotive
and diesel engine manufacturers. Although our sales are to the emission control systems manufacturers, the use
of Corning substrates and filters is generally required by the specifications of the automotive and diesc! engine
manufacturers.

Patent protection is important to the segment’s operations. The segment has an extensive portfolio of patents
relating to its products, technologies and manufacturing processes. The segment is also licensed to use certain
patents owned by others. These licenses are also important to the segment’s operations. Reference is made to
the material under the heading “Patents and Trademarks” for information relating to the Company’s patents and
trademarks.

The Environmental Technologies segment represented 12% of Corning’s sales for 2006.
Life Sciences Segment

Life Sciences laboratory products include microplate products, coated slides, filter plates for genomics sample
preparation, plastic cell culture dishes, flasks, cryogenic vials, roller bottles, mass cell cuiture products, liquid
handling instruments, Pyrex® glass beakers, pipettors, serological pipettes, centrifuge tubes and laboratory
filtration products. Corning sells products under 3 primary brands: Corning, Costar and Pyrex. Corning
manufactures these products in Maine, New York, United Kingdom and Mexico and markets them worldwide,
primarily through distributors, to government entities, pharmaceutical and biotechnology companies, hospitals,
universities and other research facilities.

Patent protection is important to the segment’s operations, particularly for some of its emerging products. The
segment has a growing portfolio of patents relating to its products, technologies and manufacturing processes.
Brand recognition, through some well known trademarks, is important to the segment. Reference is made to
the material under the heading “Patents and Trademarks” for information relating to the Company’s patents and
trademarks.

The Life Sciences segment represented approximately 6% of Corning’s sales for 2006.
Other Products

Other products made by Corning include semiconductor optics, ophthalmic glass and plastic products, technical
products, such as polarizing glass, glass for high temperature applications and machinable glass ceramic products.
Semiconductor optics manufactured by Corning include: high-performance optical material products; optical-based
metrology instruments; and optical assemblies for applications in the global semiconductor industry. Corning’s
semiconductor optics products are manufactured in New York. Other specialty glass products include glass lens
and window components and assemblies. Other specialty glass products are made in New York, Virginia, United
Kingdom and France or sourced from China. Corning’s Eurokera and Keraglass equity ventures with Saint
Gobain Vitrage S.A. of France manufacture smooth cooktop glass/ceramic products in France, China, and South
Carolina.

Corning owns a 50% interest in Samsung Corning Company, Ltd. (Samsung Corning), a producer of glass panels
and funnels for cathode ray tubes for tclevisions and computer monitors, with manufacturing facilities in Korea,
Germany, China and Malaysia. Samsung Electronics Company, Ltd. owns the remaining 50% interest in Samsung
Corning.

Other products represented approximately 8% of Corning’s sales for 2006.
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We manufacture and process products at more than 47 plants and 15 countries.

Additional explanation rcgarding Corning and our four scgments is presented in Management’s Discussion and
Analysis of Financial Condition under Operating Review and Results of Operations and Note 19 (Operating
Segments) to the Consolidated Financial Statements.

Corporate Investmenty

Corning and The Dow Chemical Company (Dow Chemical) each own half of Dow Corning Corporation (Dow
Corning), an cquity company in Michigan that manufactures silicone products worldwide. Dow Corning emerged
from its Chapter 11 bankruptcy proceedings during 2004. Dow Corning’s sales were $4 billion in 2006. Additional
discussion about Dow Corning appears in the Legal Proceedings section. Dow Corning’s financial statements are
attached in Item 15, Exhibits and Financial Statement Schedules,

Corning and PPG Industrics, Inc. cach own half of Pittsburgh Corning Corporation (PCC), an cquity company
in Pennsylvania that manufactures glass products for architectural and industrial uses. PCC filed for Chapter 1]
bankruptcy reorganization in April 2000. Additional discussion about PCC appears in the Legal Proceedings
section. Corning also owns half of Pittsburgh Corning Europe N.V., a Belgian corporation that manufactures glass
products for industrial uses primarily in Europe.

Additional information about corporate investments is presented in Note 8 (Investments) to the consolidated
financial statements.

Competition

Corning competes across ali of its product lines with many large and varied manufacturers, both domestic and
forcign. Some of these competitors are larger than Corning, and some have broader product lines. Corning
strives to maintain its position through technology and product innovation. For the future, Corning believes its
competitive advantage lics in its commitment 1o rescarch and development, and its commitment to quality. Therc
is no assurance that Corning will be able to maintain its market position or competitive advantage.

Display Technologies Segment

Corning is the largest worldwide producer of glass substrates for active matrix LCD displays. That market
position remained relatively stable over the past year. Corning belicves it has competitive advantages in LCD
glass substrate products from investing in new technologics, offering a consistent source of reliable supply and
using its proprictary fusion manufacturing process. This process allows us to deliver glass that is larger, thinner
and lighter with exceptional surface quality. Asahi Glass, Nippon Electric Glass and NH Techno are Corning’s
principal competitors in display glass substrates. In addition, new entrants are seeking to expand their presence
in this business. ' :

Telecommunications Segment

Competition within the telecommunications equipment industry is intensc among several significant companices.
Corning is a leading competitor in the segment’s principal product lines which include optical fiber and cable and
hardware and equipment. Price and new product innovations are significant competitive factors. The competitive
landscape has experienced increasing competition causing price pressure in all regions. Thesc competitive
conditions are likely to persist,

Corning is the largest producer of optical fiber and cable products, but faces significant competition due 10
continued excess capacity in the market place, price pressure and new product innovations. Corning believes its
large scale manufacturing experience, fiber process, technology leadership and intellectual property assets yicld
cost advantages relative 10 several of its competitors. The primary competing producers of optical fiber and cable
products are Furukawa OFS, Fujikura Ltd., Sumitomo, Prysmian Communications and Draka Comteq.
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For hardware and equipment products, significant competitors are 3M Company (3M), Tyco Electronics, Furukawa
OFS, CommScope, and ADC Communications.’

Environmental Technologies Segment .

For worldwide automotive ceramic substrate products, Corning has a leading market position that has remained
relatively stable over the past year. Corning believes its competitive advantage in automotive ceramic substrate
products for catalytic converters is based upon global presence, customer service, engineering design services
and product innovation. Corning has established a strong presence in the heavy duty and light duty diese! vehicle -
substrate market. Corning’s Environmental Technologies products face principal competition from NGK, Denso,
Ibiden and Emitec. '

Life Sciences Segment

Corning is a leading supplier of glass and plastic science laboratory products, with a growing plastics products
market presence in North America and Europe, and a solid laboratory glass products market presence. Corning
seeks to maintain competitive advantages by emphasizing product quality, product availability, supply chain
efficiency, a wide product line-and superior product attributes. For laboratory products, Schott Glaswerke,
Kimble, Greiner and Becton Dickinson are the principal worldwide competitors. Corning also faces increasing
competition from large distributors that have backward integrated or introduced private label products,

Other Products

Corning is a leading supplicr of materials and products for lithography optics in the semiconductor industry and that
market position remained relatively stable during the past year. Corning seeks to compete by providing superior
optical quality, leading optical designs and a local Corning presence supporting its customers. For Corning’s
semiconductor optical material products, general specialty glass/glass ceramic products and ophthalmic products,
Schott Glaswerke, Shin-Etsu Quartz Products, Hoya and Heraeus are the main competitors.

Samsung Corning is a leading producer of cathode ray tube glass products for conventional televisions. Its relative
competitive position has remained stable over the past year, although there has been a significant decline in
the industry as end-market customers have turned to flat panel displays or projection technologies. Samsung
Corning seeks to maintain its competitive advantage through customer support, logistics expertise and a lower
cost manufacturing structure. Nippon Electric Glass, Asahi, and various other Asian manufacturers compete
with Samsung Corning. Samsung Corning is also pursuing a diversification strategy to mitigate the impact of the
decline in the cathode ray tube glass. - ' ’

Raw Materials

Corning’s production of specialty glasses, ceramics, and related materials requires significant quantities of energy,
certain precious metals, and batch materials.

Although encrgy shortages have not been a problem recently, the cost of energy has increased. Corning has
achicved flexibility through important engincering changes to take advantage of low-cost energy sources in most
significant processes. Specifically, many of Corning’s principal manufacturing processes can be operated with
natural gas, propane, oil or electricity,'or a combination of these energy sources.

As to resources (ores, minerals, polymers, and processed chemicals) required in manufacturing operations,
availability appears to be adequate. Corning’s suppliers from time to time may experience capacity limitations
in their own operations, or may eliminate certain- product lines; nevertheless, Corning believes it has adequate
programs to cnsure a reliable supply of batch chemicals and raw materials. For many products, Corning has
alternate glass compositions that would allow operations to continue without interruption in the event of specific
materials shortages. -
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Certain key materials and proprietary equipment used in the manufacturing of products are currently sole sourced
or available only from a limited number of suppliers. Any future difficulty in obtaining sufficient and timely
delivery of components could result in delays or reductions in product shipments, or reduce Corning’s gross
margins.

Patents and Trademarks

Inventions by members of Corning’s research and engineering staff have been, and continue to be, important to
the Company’s growth. Patents have been granted on many of these inventions in the United States and other
courntries. Some of these patents have been licensed to other manufacturers, including companies in which Corning
has equity investments. Many of the earlier patents have now expired, but Corning continues to seek and obtain
patents protecting its newer innovations. In 2006, Corning was granted over 195 patents in the U.S. and over 275
patents in countries outside the U.S.

Each business segment possesses its own patent portfolio that provides certain competitive advantages in protecting
Corning’s innovations. Corning has historically enforced, and will continue to enforce, its intellectual property
rights. Attheend of2006, Corningand its wholly owned subsidiaries owned over 4,700 unexpired patents in various
countries of which about 2,350 were U.S. patents. Between 2007 and 2009, approximately 1% of these patents
will expire, while at the same time Corning intends to seek patents protecting its newer innovations. Worldwide,
Corning has over 3,400 patent applications in process, with about 950 in process in the U.S. Corning believes that
its patent portfolio will continue to provide a competitive advantage in protecting Corning’s innovation, although
Corning’s competitors in each of its businesses are actively secking patent protection as well.

The Display Technologies scgment has over 270 patents in various countries of which over 90 were U.S. patents.
No one patent is considered material to this business segment. Some of the important issucd U.S. patents in
this segment include patents relating to glass compositions and methods for the use and manufacture of glass
substrates for display applications. There is no group of important Display Technology segment patents set to
expire between 2007 and 2009,

The Telecommunications segment has over 1,650 patents in various countries of which over 800 were U.S. patents.
No one patent is considered material to this business segment. Some of the important issued U.S. patents in
this segment include: (i) patents relating to optical fiber products including dispersion compensating fiber, low
loss optical fiber and high data rate optical fiber and processes and equipment for manufacturing optical fiber
including miethods for making optical fiber preforms and methods for drawing, cooling and winding optical fiber;
(ii) patents relating to optical fiber ribbons and methods for making such ribbon, fiber optic cable designs and
methods for installing optical fiber cable; and (iii) patents relating to optical fiber and electrical connectors and
associated methods of manufacture. A few patents relating to optical fiber connectors will expire between 2007
and 2009.

The Environmental Technologies segment has over 550 patents in various countries of which over 260 were U.S.
patents. No one patent is considered material to this business segment. Some of the important issued U.S, patents
in this segment include patents relating to cellular ceramic honeycomb products, together with ceramic batch
and binder system compositions, honeycomb extrusion and firing processes, and honeycomb extrusion dies and
equipment for the high-volume, low-cost manufacture of such products. One family of patents relating to batch
formation of ceramic honeycomb products will expire between 2007 and 2009,

The Life Sciences segment has over 175 patents in various countries of which over 75 are U.S. patents. No onc
patent is considered material to this business segment. Some of the important issued U.S. patents in this segment
include patents relating to methods and apparatus for the manufacture and use of scientific laboratory equipment
including nucleic acid arrays, multiwell plates, and cell culture products as well as cquipment for label independent
drug discovery. There is no group of important Life Sciences segment patents set to expire between 2007 and
2009.

87

N
=
=1
o
I
S
o
3
QI
o
w




Many of these patents are used in Corning’s operations or are licensed for use by others, and Corning is licensed to
use patents owned by others. Corning has entered into cross licensing arrangements with some major competitors,
but the scope of such licenses has been limited to specific product areas or technologies. ' "

Corning’s principal trademarks include the following: Corning, Celcor, DuraTrap, Eagle2000, EagleXG, Epic,
HPFS, Pyrex, SMF-28¢, Steuben, Lanscapc, Evolant, and Vycor.

Protection of the Environment

Corning has a program to ensure that its facilities arc in compliance with state, federal and foreign pollution-
control regulations. This program resulted in capital and operating expenditures during the past several years.
In order to maintain compliance with such regulations, capital expenditures for pollution control in continuing
operations were approximately $50 million in 2006 and are estimated to be $13 million in 2007,

Corning’s 2006 operating results from contimuing operations were charged with approximately $44 million for
depreciation, maintenance, waste disposal and other operating expenses associated with poltution control. Corning
believes that its compliance program will not place it at a competitive disadvantage.

Employees

At December 31, 2006, Corning had approximately 24,500 full-time employees, including apptoximately 10,100
employees in the United States. From time to time, Corning also retains consultants, independent contractors,
and temporary and part-time workers. Unions are certified as bargaining agents from approximately 30% of
Corning’s United States employees.

Executive Officers

Wendell P. Weeks  President and Chief Executive Officer

Mr. Weeks joined Corning in 1983 and was named a vice president and deputy general manager of the
Telecommunications Products division in 1995, vice president and general manager—Telecommunications
Products in 1996, senior vice president in 1997, senior vice president of Opto-Electronics in 1998, executive vice
president of Optical Communications in 1999, president, Corning Optical Communications in 2001, President and
Chief Operating Officer in 2002 and to his present position in 2005. Mr. Weeks will become chairman and chief
executivé officer on April 26, 2007. Mr. Weeks is a director of Merck & Co., Inc. Director since 2000. Age 47.

James B. Flaws  Vice Chairman and Chief Financial Officer _

Mr. Flaws joined Corning in 1973 and served in a variety of controller and business management positions. Mr.
Flaws was elected assistant treasurer of Corning in 1993, vice president and controller in 1997 and vice president
of finance and treasurer in May 1997, senior vice president and chief fi inanciat officer in December 1997, executive
vice president and chief financial officer in 1999 and to his current position in 2002. Mr. Flaws is a director of
Dow Corning Corporation. Mr. Flaws has been a member of Corning’s Board of Directors since 2000. Age 58.

Peter F. Volanakis Chief Operating Officer

Mr. Volanakis joined Corning in 1982 and subsequently held various marketing, development and commercial
positions in several divisions. He was named managing director Corning GmbH in 1992, executive vice president
of CCS Holding, Inc., formerly known as Siecor Corporation, in 1995, senior vice president of Advanced Display
Products in 1997, executive vice president of Display Technologies and Life Sciences in 1999 and president of
Corning Technologies in 2001. Mr. Volanakis was elected to his current position on April 28, 2005. Mr. Volanakis
will become president and chief operating officer on April 26, 2007. Mr. Volanakis is a director of Dow Corning
Corporation. Mr. Volanakis has been a member of Corning’s Board of Directors since 2000. Age 51.
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Kirk P. Gregg  Executive Vice President and Chief Administrative Officer

Mr. Gregg joined Corning in 1993 as director of Exccutive Compensation. He was named vice president of
Executive Resources and Employee Benefits in 1994, senior vice president, administration in December 1997 and
to his current position in 2002. Prior to Joining Corning, Mr. Gregg was with General Dynamics Corporation as
corporate director, Key Management Programs, and was responsible for exccutive compensation and benefits,
exccutive development and recruiting. Age 47,

Joseph A. Miller  Executive Vice President and Chief Technology Officer

Dr. Miller joined Corning in 2001 as senior vice president and chief technology officer. He was appointed to his
current position in 2002. Prior to joining Corning. Dr. Miller was with E.I. DuPont de Nemours, Inc., where he
served as chief technology officer and senior vice president for research and development since 1994, He began
his carcer with DuPont in 1966, Dr. Miller is a dircctor of Wilson Greatbatch Technologies and Dow Corning
Corporation. Age 65.

Pamela C. Schneider  Senior Vice President and Operations Chief of Staff

Ms. Schacider joined Corning in 1986 as senior financial analyst in the Controllers Division. In 1988 she became
manager of internal audit. In 1990 she was named.controller and in 1991 chief financial officer of Corning Asahi
Video Products Company. In January 1993, she was appointed vice president and chicf financial officer and in
1995 vice president for Corning Consumer Products Company. In 1997, she was named vice president and in 1999
scnior vice president, Human Resources and, Diversity Officer for Corning. Ms. Schneider was appointed to her
present position in April 2002, Age 52. ' ‘

Katherine A. Asbeck  Senior Vice President - Finance

Ms. Asbeck joined Corning in 1991 as director of accounting. She was appointed assistant controller in 1993,
designated chief accounting officer in 1994, clected vice president and controlier in 1997 and senior vice president
in 2001. She was clected to her current position in October 2005. Ms. Asbeck is a director of Samsung Corning
Co., Ltd. and Samsung Corning Precision Glass Co., Ltd. Age 50,

William D. Eggers  Senior Vice President and General Counsel

Mr. Eggers joined Corning in 1997 as vice president and deputy general counsel. He was clected senior vice
president and gencral counsel in February 1998. Mr. Eggers was a Partner with the Rochester firm of Nixon,
Hargrave, Devans & Doyle, LLP, before joining Corning. Mr. Eggers is a director of Chemung Financial Corp.
Age 62.

Mark S. Rogus  Senior Vice President and Treasurer :

Mr. Rogus joined Corning in 1996 as manager of corporate finance. He was appointed assistant treasurer in 1599,
vice president and treasurer in 2000 and was clected 1o his current position in 2004. Prior to joining Corning, Mr,
Rogus held various business development positions at Wachovia Bank. M. Rogus is a director of Cormetech,
Inc. Age 47, :

Larry Aicllo Jr.  President and Chief Executive Officer — Corning Cable Systems )

Mr. Aiello joined Corning in 1973 and scrved in several positions in manufacturing from 1975 to 1981. He
was named manager-Domestic Accounting in 1981, controiler-Telecommunications Products Division in 1984,
director-Control and Analysis in 1987 and assistant controller and director in 1989. He was named division vice
president and director-Business Development and Planning, Opto-Electronics Group in 1990, general manager-
Component Products Group in 1992, vice president and controller, Corning Incorporated in 1993, senior vice
president-International and president-Corning International Corporation in 1997, senior vice president and chicf
of staff-Corning Optical Communications in 2000 and to his current position in 2002. Age 57. :

Robert B. Brown  Executive Vice President, Environmental Technologies

Mr. Brown joined Corning in. 1972 and served in a variety of manufacturing and engincering positions. He
was appointed division vice president-manufacturing and engineering, Telecommunications Products Division in
1995, vice president manufacturing and engineering, Opto-Electronics in 1999, president-Corning Lasertron in
February 2000, vice president and general manager-Amplification Products in December 2000, vice president and

89

s|enueuly 900z

(




gencral manager — Optical Fiber in April 2002, senior vice president and general manager — Telecommunications
in 2003, seniot vice president and general manager — Environmental Technologics in January 2005, and to his
current position in August 2005. Mr. Brown is a dircetor of Cormetech; Inc. Age 56.

Lawrence D. McRac  Senior Vice President, Strategy and Corporate Development ;
Mr. McRae joined Corning in 1985 and served in various financial, sales and marketing positions. He was
appointed vice president-Corporate Development in 2000, senior vice president-Corporate Development in 2003
and most recently, senior vice president-Strategy and Corporate Development in Octaber 2005. Mr. McRae is on
the board of directors of Dow Corning Corporation, Samsung Corning Co., Ltd. and Samsung Corning Precision
Glass Co., Lid, Age 48, ‘ !

Eric S. Musser  Fice President and General Manager, Optical Fiber

Mr. Musser joined Corning in 1986 and held various manufacturing, planning and quality positions. He assumed
the role of President for Corning Lasertron in 2000, became Corning’s director of Manufacturing Operations,
Photonic Technologies in 2002, then division vice president, Development and Engineering in 2003, and was
clected to his current position in January 2005. Age 47.

Jane D. Poulin  Chief Accounting Officer and Division Vice President ’ .
Ms. Poulin joined Corning in September 2005. Prior to joining Corning, she was an Associate Chief Accountant in
the Office of the Chief Accountant of the U.S. Securitics and Exchange Commission from June 2000 to September
2005. She previously served as corporatc controller at a privately held manufacturer and was an audit senior
manager at Ernst & Young LLP. Age 44.

Tony Tripeny | Fice President and Corporate Controller , ‘ :
Mr. Tripeny became the corporate accounting manager for Corning Cable Systems in 1985, After serving in
other financial functions, he was appointed chief financial officer of Corning Cable Systems in 2000. In 2003, he
became group controller for Corning’s Telecommunications business, and division vice president and operations
controlier of Corning in 2004, and was elected to his current position in October 2005. Age 47.

Risk Factors

Set forth below are some of the principal risks and uncertainties that could cause our actual business results to
differ materially from any forward-looking statements contained in this Report. Future results could be materially
affected by general industry and market conditions, changes in laws or accounting rules, general economic and
political conditions, including a global economic slowdown, fluctuation of intercst rates or currency exchange
rates. terrorism, political unrest or international contlicts, political instability or major health concerns, natural
disasters or other disruptions of expected business conditions. These risk factors should be considered in addition
to our cautionary cominents concerning forward-looking statements in this Annual Report.

Our sales could be negatively impacted if one or more of our key customers substantially reduce orders for
our products

Corning’s ten largest customers account for about 50% of our sales. No individual customer accounts for
more than 10% of conselidated sales except for AU Optronics Corporation (AUO) which accounted for 13% of
consolidated sales in 2006. :

In addition, a relatively small number of cusiomers accounted for a high percentage of nct sales in each of our
reportable operating segments. For 2006, three customers of the Display Technologics segment, which individually
accounted for more than 10% of scgment net sales, represented 64% of total segment sales when combined. In
the Telecommunications segment, two custorers, which individually accounted for more than 10% of segment
net sales, represerited 25% of total scgment sales when combined. In the Environmental Technologies segment,
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three customers, which individually accounted for more than 10% of segment net sales, represented 72% of total
segment sales in aggregate. In the Life Sciences segment, one distributor accounted for 43% of this segment’s
sales in 2006. '

'

Samsung Corning Precision’s sales were also concentrated in 2006, with sales to two LCD panef&nakers located
in South Korea accounting for approximately 92% of total Samsung Corning Precision sales.

Although the sale of LCD glass substrates has increased in 2006, there can be no assurance that positive trends
will continue. Qur customers are LCD panel and color filter makers. As they switch to larger size glass, the
pace of their orders may be uneven while they adjust their manufacturing-processes and facilitics. Additionally,
consumer preferences for panels of differing sizes, price, or other seasonal factors, may lead to pauses in market
growth from time.to time. . OQur customers may not be able to maintain profitable operations or access sufficient
capital to fund ongoing and future planned expansions, which may limit their pace of orders to us. .Emerging
technotogies could replace our glass substrates for certain applications resulting in a decline in demand for our
LCD products. : :

Our Telecommunications segment customers’ purchases of our products are affected by their capital expansion
plans, general market and economic uncertainty and regulatory changes, including broadband policy. Sales in the
Telecommunications segment arc expected to be impacted by the pace of Verizon Communication Inc. (Verizon)
fiber-to-the-premises deployments, Our sales will be dependent on Verizon’s planned targets for homes passed
and connected. Changes in Verizon’s deployment plan could adversely affect future sales in any quarter or for
the full year. ‘

In the Environmental Technologies segment, sales of our ceramic substrate and filter products for.automotive
and dicsel emissions and pollution control are expected to fluctuate with vehicle production. Changes in
governmental laws and regulations for air quality and emission controls may also influence future sales. Sales in
our Environmental Technologies segment are to four catalyzers and emission system component manufacturers,
Our customers sell these systems to automotive original equipment manufacturers and diesel engine manufacturers.
Sales within this segment may be affected by adverse developments in the U.S. auto industry or.by such factors as
higher fuel prices that may affect vehicles sales.

Sales in our Life Sciences scgment werc historically through two large distributors to government entitics,
pharmaceutical and biotechnology companies, hospitals, universities and other research facilities. :During 2005,
we did not renew the contract with one large distributor and transitioned the sales through this distributor to our
remaining primary distributor and other existing and developing channels. This change had an adverse impact ont
sales volumes. In 2006, our remaining primary distributor accounted for 43% of Life Sciences segment sales.

If the markets for our products do not develop and expand as we anticipate, demand for our products may
decline, which would negatively impact our results of operations and financial performance

The markets for our products afe characterized by rapidly changing technologies, evolving industry or .

government standards and new product introductions. Our success is expected to depend, in substantial part, on
the successful introduction of new products, or upgrades of current products, and our ability to compete with new
technologies. The following factors related to our products and markets, if not achieved, could have an adverse

impact on our results of operations: ' :
** our ability to-introduce leading products such as glass substrates for liquid crystal displays, optical
* fiber and cable and hardware and equipmerit, and environmental substrate products that can command

compeltitive prices; oo : : _
* ourability to achieve a favorable sales mix of large generation sizes of liquid crystal display giass;
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e our ability to develop new products in Tesponse (0 government regulations and laws, particularly diesel
filer products in the Environmental Technologies segment;

o continued strong demand for notcbook computers and LCD monitors;
e growth in purchases of LCD televisions to replace other technologies;
e screen size of LCD televisions, which affects glass demands; and

e growth of the fiber-to-the-premises build-out in North America.

We face pricing pressures in each of our leading businesses that could adversely affect our results of
operations and financial performance

We face pricing pressurc in each of our leading businesses as a result of intensc competition, emerging new
technologies, or over-capacity. While we will work toward reducing our costs to offset pricing pressures, we may
not be able to achieve proportionate reductions in costs. Asa result of overcapacity in the Telecommunications
scgment, we anticipate pricing pressutes will continue into 2007 and beyond. Pricing pressure in our Display
Technologics segment was at a historically high level in 2006. Although we arc taking steps to reduce the rate of
price decline in 2007, we cannot be assured of success. Our 2007 pricing sirategy may also result in lost market
share. '

‘ .

We face risks related to our international operations and sales

We have customers and significant operations, including manufacturing and sales, located outside the U.S. We
have large manufacturing operations for liquid crystal display glass substrates in Taiwan and the Asia-Pacific
region, including an equity investinent in Samsung Corning Precision operating in South Korea that makes glass
substrates for the LCD market. All of our Display segment cusiomers are located in the Asia-Pacific region. As
a result of these and other international operations, we face a number of risks, including: :

» geographical concentration of our factories and operations;

e periodic health concerns; '

e difficulty of managing global opcrations;

e difficulty in protecting intcllectual property;.

e tariffs, dutics and other trade barricrs including anti-dumping duties;

e undevcloped legal systems;

e natura! disasters, ‘ ]

» potential power loss affecting glass production and cquipment damage;
‘e political and economic instability in foreign markets, and

e foreign currency risk.

Any of thesc items could cause our salcs or profitability to be significantly reduced.

We face risks due to foreign currency fluctuations

Because we have significant customers and operations outside the U.S., fluctuations in foreign currencies,
especially the Japanese yen, the New Taiwan dollar, the Korean won, and the euro, affect our sales and profit
levels. Foreign exchange rates may make our products less competitive in countries where local currencies decline
in value relative to the dollar and Japanese yen. Sales in our Display Technologies segment, representing 41%
of Corning’s sales, are denominated in Japanesc yen. The expected sales growth of the Display Technologies
segment will increase our cxposure to currency fluctuations. Although we hedge significant transaction and
balance sheet currency exposures, we do not hedge translation risk and thus changes in exchange rates (especially
the yen) may significantly impact our reported revenues and results of operations.
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If the financial condition of our customers declines, our credit risks could increase

Although we have a rigorous process to administer credit and belicve our reserve is adequate, we have
experienced, and in the future may experience, losses as a result of our inability to collect our accounts receivable.
[f our customers fail to meet their payment obligations to us, we could experience reduced cash flows and losses
in excess of amounts reserved. Some customers of our Display Technologics segment are thinly capitalized and/
or marginally profitable. In our Environmental products segment, the U.S. auto customers and certain of their
suppliers have encountered credit downgrades or, in the case of Delphi Corporation, bankruptcy. These factors
may result in an inability to collect receivables or a possible loss in business. As of December 31, 2006, reserves
for trade receivables totaled approximately $21 million.

Ifwe do notsuccessfully adjust our manufacturing volumes and fixed cost structu re,or achieve manufacturing
yields or sufficient product reliability, our operating results could suffer, and we may not achieve anticipated
profitability levels

We are investing heavily in additional manufacturing capacity of certain businesses, including liguid crystal
display glass and diesel emission substrates and filters. The speed of constructing the new facilities presents
challenges. We may face technical and process issues in moving to commercial production. There can be no
assurance that Corning will be able to pace its capacity expansion to the actual demand. I is possible that
manufacturing capacity may exceed customer demand during certain periods.

The manufacturing of our products involves highly complex and precisc processes, requiring production in
highly controlled and dust-free environments. Changes in our manufacturing processes could significantly reduce
our manufacturing yields and product reliability, In some cases, existing manufacturing may be insufficient to
achieve the requirements of our customers. We will nced to develop new manufacturing processes and techniques
to achieve targeted volume, pricing and cost levels that will permit profitable operations. While we continue to
fund projects to improve our manufacturing techniques and processes, we may not achieve satisfactory cost levels
in our manufacturing activities that will fully satisfy our profitability targets.

Our future operating results depend on our ability to purchase a sufficient amount of materials, parts, and
manufacturing equipment components to meet the demands of our customers

Our ability to meet customer demand depends, in part, on our ability to obtain timely and adequate delivery of
materials, parts and components from our suppliers. We may experience shortages that could adversely affect our
operations. Although we work closely with our suppliers to avoid shortages, there can be no assurances that we
will not encounter these problems in the future. Furthermore, certain manufacturing equipment or components
are available only from a single source or limited sources. We may not be able to find alternate sources in a timely
manner. A reduction or interruption in supplies, or a significant increase in the price of supplics, could have a
material adverse cffect on our businesses.

We have incurred, and may in the future incur, restructuring and other charges, the amounts of which are
difficult to predict accurately

We have recorded several charges for restructuring, impairment of assets, and the write-off of cost and equity
based investments. It is possible we may record additional charges for restructuring or other assct impairments if
additional actions become necessary.
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We have incurred, and may in the future incur, goodwill and other intangible asset impairment charges

At December 31, 2006, Corning had goodwill and other intangible assets of $316 million. While we believe
the cstimates and judgments about future cash flows used in the goodwill impairment tests are reasonable, we
cannot provide assurance that future impairment charges will not be required if the expected cash flow estimates
as projected by management do not occur.

If our products or materials purchased from our suppliers experience performance issues, our business will
suffer

Our business depends on the production of products of consistently high quality. Our products, components
and materials purchased from our suppliers, are typically tested for quality. These testing procedures are limited
to evaluating our products under likely and foreseeable failure scenarios. For various rcasons, our products,
including materials purchased from our suppliers, may fail to perform as expected. In some cases, product
redesigns or additional expense may be required to correct a defect. A significant or systemic product failure
could result in customer relations problems, lost salcs, and financial damages. .

We face competition in most of our businesses

We expect that we will face additional competition from existing competitors, low cost manufacturers and new
entrants. We must invest in research and development, expand our engineering, manufacturing and marketing
capabilitics, and continue to improve customer service and support in order to remain competitive. We cannot
provide assurance that we will be able to maintain or improve our competitive position.

We may experience difficulties in enforcing our intellectual property rights and we may be subject to claims
of infringement of the intellectual property rights of others :

We may cncounter difficulties in protecting our intellectual property rights or obtaining rights to additional
intellectual property necessary to permit us to continue or expand our businesses. We cannot assurc you that the
patents that we hold or may obtain will provide meaningful protection against our competitors. Litigation may be
necessary to enforce our intellectual property rights. Litigation is inherently uncertain and the outcome is often
unpredictable. Other companies hold patents on technologies used in our industrics and are aggressively secking
to expand, enforce and license their patent portfolios.

The intellectual property rights of others could inhibit our ability to introduce new products. We are, and may
in the future be, subject to claims of intellectual property infringement or misappropriation that may result in loss
of revenue, require us to incur substantial costs, or lead to monetary damages or injunctive relief against us. We
cannot assure you as to the outcome of such claims.

Current or future litigation may harm our financial condition or results of operations

Pending, threatened or future litigation is subject to inherent uncertainties. Our financial condition or results of
operations may be adversely affected by unfavorable outcomes, expenses and costs exceeding amounts estimated
or insured. In particular, we have been named as a defendant in numerous lawsuits alleging personal injury from
exposure 1o asbestos, As described in Legal Proceedings, our negotiations with the representatives of asbestos
claimants produced a tentative plan of scttlement through a PCC Plan of Reorganization, but this Plan has not
been confirmed by the Bankruptey Court. The proponents of the Plan have moved for reconsideration of the
order entered by the Court on December 21, 2006 denying Plan confirmation. It is reasonably possible that
changes to the Plan may be negotiated, but the elements of the Plan and final approval are subject to a number of
contingencies, Total charges of 3816 million have been recorded through December 31, 2006; however, additional
charges or credits arc possible duc to the potential fluctuation in the price of our common stock, other adjustments
in the proposed settlement, and other litigation factors.
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We face risks through our equity method investments in companies that we do not control

Corning’s net income includes significant equity in earnings of associated companies. For the year ended
December 31, 2006, we recognized $960 million of equity earnings, of which $889 million came from our two
largest investments: Dow Corning Corporation (which makes silicone products) and Samsung Corning Precision
(which makes liquid crystal display glass). Samsung Corning Precision is located in the Asia-Pacific region and
is subject to political and geographic risks mentioned above, as well as business and other risks-within the Display
segment. Our equity investments may not continue to perform at the same levels as in recent years. In 2005 and
2006, we recognized equity losses associated with Samsung Corning Co., Ltd. (our 50% equity method investment
that makes glass panels and funnels for conventional televisions), which recorded fixcd asset and other impairment
charges. As the conventional television market will be negatively impacted by strong growth in the LCD glass
market, it 1s reasonably possible that Samsung Corning Co., Ltd. may incur additional restructuring or impairment
charges or net operating losses in the future. -

We may not have adequate insurance coverage for claims against us

We face the risk of loss resulting from product liability, securities, fiduciary liability, intellectual property,
antitrust, contractual, warranty, fraud and other lawsuits, whether or not such claims are valid, In addition,
our product liability, fiduciary, directors and officers, property, natural catastrophc and comprehensive general
liability insurance may not be adequate to cover such claims or may not be available to the extent we expect. Our
insurance costs can be volatile and, at any time, can increase given changes in market supply and demand. -We
may not be able to obtain adequate insurance coverage in the future at acceptable costs. A successful claim that
exceeds or is not covered by our policies could require us to pay substantial sums. Some of the carriers in our
€XCCSs insurance programs are in liquidation and may not be able to respond if we should have claims reaching into
excess layers. The financial health of other insurers may deteriorate. In addition, we may not be able to obtain
adequate insurance coverage for certain risk such as political risk, terrorism or war. ' '

Changes in accounting may affect our reported earnings and operating income

Generally accepted accounting principles and accompanying‘a‘ccouming pronouncements, implementation
guidelines, and interpretations for many areas of our business, such as revenue recognition, accounting for
investments, and accounting for stock options, are very complex and involve significant and sometimes’subjective
Jjudgments. Changes in these rules or their interpretation could significantly impact our reported earnings and
operating income and could add significant volatility to those measures in the future, without a corresponding
change in our cash flows.

Legal Proggedings

Environmental Litigation. Corning has been named by the Environmental Protection A gency (the Agency) under
the Superfund Act, or by state governments under similar state laws, as a potentially responsible party at 18 active
hazardous waste sites. Under the Superfund Act, all parties who may have contributed any wastc to a hazardous
waste site, identified by such Agency, are jointly and severally liable for the cost of cleanup unless the Agency
agrees otherwise. It is Corning’s policy to accrue for its estimated liability related to Superfund sites and other
‘environmental liabilities related to property owned by Corning based on expert analysis and continual monitoring
by both internal and external consultants. Corning has accrued approximately $16 million (undiscounted) for its
estimated liability for environmental cleanup and litigation at December 31, 2006. Based upon the information
developed to date, management believes that the accrued reserve is a reasonable estimate of the Company’s liability
and that the risk of an additional loss in an amount materially higher than that accrued is remote.
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Dow Corning Bankruptcy. Corning and Dow Chemical each own 50% of the common stock of Dow Corning.
in May 1995, Dow Corning filed for bankruptcy protection to address pending and claimed liabilities arising from
many thousand breast implant product lawsuits. On June 1, 2004, Dow Corning emerged from Chapter 11 witha
Plan of Reorganization (the Plan) which provided for the scttiement or other resolution of implant claims. The Plan

also includes releases for Corning and Dow Chemical as shareholders in exchange for contributions to the Plan.

Under the terms of the Plan, Dow Corning has established and is funding a Settlement Trust and a Litigation
Facility to provide a means for tort claimants to settle or litigate their claims. Inclusive of insurance, Dow Corning
has paid approximately $1.5 billion to the Settlement Trust. As of December 31, 2006, Dow Corning had recorded
a reserve for breast implant litigation of $1.7 billion and anticipates insurance receivables of $185 million. Asa
scparate matter arising from the bankruptcy proceedings, Dow Corning is defending claims asserted by a number
of commercial creditors who claim additional interest at default rates and enforcement costs, during the period
from May 1995 through June 2004. On July 26, 2006, the U.S. Court of Appeals vacated the judgment of the
District Court fixing the interest component, ruled that default interest and enforcement costs may be awarded
subject to equitable factors to be determined, and directed that the matter be remanded for further proceedings.
Dow Corning filed a petition for rchearing by the Court of Appeals, which was denied. 1t has filed a petition for
wril of certiorari with the U.S. Supreme Court, which has not yet been decided. As of December 31, 2006, Dow
Corning has estimated the interest payable to commercial creditors to be within the range of $68 million to 5208
million. As Dow Corning management believes no single amount within the range appears to be a better estimate
than any other amount within the range, Dow Corning has recorded the minimum liability within the range.
Should Dow Corning not prevail in this matter, Corning’s equity earnings would be reduced by its 50% share
of the amount in excess of $68 million, net of applicable tax benefits. There are a number of other claims in the
bankrupicy proceedings against Dow Corning awaiting resolution by the U.S. District Court, and it is reasonably
possible that Dow Corning may record bankruptcy-related charges in the future. There are no remaining tort
claims against Corning, other than those that will be channeled by the Plan into facilitics established by the Plan
or otherwise defended by the Litigation Facility.

Pittshurgh Corning Corporation. Corning and PPG Industries, Inc. (PPG) each own 50% of the capital stock of
Pittsburgh Corning Corporation (PCC). Overa period of more than two decades, PCC and scveral other defendants
have been named in numerous lawsuits involving claims alleging personal injury from exposure Lo asbestos. On
April 16, 2000, PCC filed for Chapter 11 reorganization in the U.S. Bankruptcy Court for the Western District of
Pennsylvania. Asaresultof PCC's bankruptcy filing, Corning recorded an after-tax charge of $36 million in 2001
to fully impair its investment in PCC and discontinued recognition of equity earnings. At the time PCC filed for

“bankruptcy protcction, there were approximately 12,400 claims pending against Corning in statc court lawsuits

alleging various theories of liability based on exposure to PCC’s asbestos products and typically requesting
monctary damages in cxcess of one million dollars per claim. Corning has defended those claims on the basis of
the scparate corporate status of PCC and the absence of any facts supporting claims of direct liability arising from
PCC’s asbestos products. Corning is alse currently named in approximately 10,900 other cases {approximately
42,300 claims) alleging injurics from asbestos and similar amounts of monetary damages per claim. Those cases
have been covered by insurance without material impact to Corning to date. Asbestos litigation is inherently
difficult, and past trends in resolving these claims may not be indicators of future outcomes.

In the bankruptey court in April 2000, PCC obtained a preliminary injunction against the prosecution of asbestos
actions arising from PCC’s products against its two shareholders to afford the parties a period of time in which to
negotiate a plan of reorganization for PCC (the PCC Plan).

On May 14, 2002, PPG announced that it had agreed with certain of its insurance carriers and representatives of
current and future asbestos claimants on the terms of a settlement arrangement applicable to claims arising from
PCC's products.

On March 28, 2003, Corning announced that it had reached agreement with the representatives of asbestos
claimants for the settiement of all current and futurc asbestos claims against it and PCC, which might arise from
PCC products or operations. The proposed settlement, if the Plan is approved and becomes cffective, will require
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Corning to relinquish its equity interest in PCC, contribute its equity interest in Pittsburgh Corning Europe NV,
(PCE), a Belgian corporation, and contribute 25 million shares of Corning common stock. Corning also agreed to
pay a total of $140 million in six annual installments (present value $131 million at March 2003}, beginning one
year after the Plan becomes effective, with 5.5 percent interest from June 2004, and to assign certain insurance
policy proceeds from its primary insurance and a portion of its excess insurance at the time of settlement.

Since March 28, 2003, we have recorded total net charges of $816 million to reflect the agreed settlement
contributions and subsequent adjustments for the change in the fair value of the components.

The liability expected to be settled by contribution of our investment in PCE, assigned insurance proceeds, and
the 25 million shares of our common stock (totaling $656 million at December 31, 2006) is recorded in the other
accrued liabilities component in our consolidated balance sheets. This portion of the PCC liability is considered
a “due on demand” obligation and is classified as a current liability. The remaining portion of the settlement
liability (totaling $160 million at December 31, 2006), representing the net present value of the cash payments, is
recorded in the other liabilities component in our consolidated balance sheets.

Two of Corning’s primary insurers and several excess insurers have commenced litigation for a declaration of
the rights and obligations of the parties under insurance policies, including rights that may be affected by the
settlement arrangement described above. Corning is vigorously contesting these cases. Management is unable to
predict the outcome of this insurance litigation. '

The PCC Plan received a favorable vote from creditors in March 2004. Hearings to consider objections to the Plan
were held in the Bankruptcy Court in May 2004. In February, 2006, the Bankruptcy Court requested that the Plan
proponents delete references to Section 105(a) of the Bankruptcy Code and resubmit the Plan. The final round of
oral argument was held on July 21, 2006. On December 21, 2006, the Bankruptey Court issued an order denying
confirmation of the Plan for reasons set out in a memorandum opinion. The opinion generally supports the
elements of the Plan except for the breadth of the channeling injunction applicable to claims against either of the
two shareholders when those claims do not derive from the products or operations of PCC itself. The Court declared
a three part test whereby other claims may be channeled if PCC is named a defendant, a shareholder is named,
and conspiracy theories are alleged. Several parties, including Corning, have filed motions of reconsideration,
which are scheduled for a hearing before the Bankruptey Court on March 'S, 2007. If the Bankruptcy Court
does not approve the PCC Plan in its current form, changes to the Plan are probable as it is likely that the Court
will allow the proponents time to propose amendments. The outcome of these proceedings is uncertain, and
confirmation of the current Plan or any amended Plan is subject to a number of contingencies. However, apart
from the quarterly mark-to-market adjustment in the value of the components. of the settlement, management
believes that the likelihood of a material adverse impact to Corning’s financial statements is remote.

Seoul Guarantee Insurance Co. and other creditors against Samsung Group and affiliates. As of March
2005, Samsung Corning Precision Glass Co., Ltd. (Samsung Corning Precision) and Samsung Corning Co. Ltd.
(Samsung Corning) are two of approximately thirty co-defendants in a lawsuit filed by Secul Guarantee Insurance
Co. and 14 other creditors (SGI and Creditors) for alleged breach of an agreement that approximately thirty
affiliates of the Samsung group entered into with SGI and Creditors in September 1999. The lawsuit is pending
in the courts of Korea. According to the agreement, the Samsung affiliates agreed to sell 3.5 million shares of
Samsung Life Insurance Co., Ltd. (SLI) by December 31, 2000, which were transferred to SGI and Creditors in
connection with the petition for court receivership of Samsung Motor Inc. In the lawsuit, SGI and Creditors allege
that, in the event that the proceeds of sale of the SLI shares is less than 2.45 trillion Korean won {approximately
$2.64 billion), the Samsung affiliates allegedly agreed to compensate SGI and Creditors for the shortfall, by other
means, including Samsung affiliates” purchase of equity or subordinated debentures to be issued by SGI and
Creditors. Any excess proceeds are to be distributed to the Samsung affiliates. As of March 2005, the shares of
Samsung Life Insurance Co., Ltd. had not been sold. The suit asks for damages of approximately $4.6 billion plus
penalty interest. Samsung Corning Precision and Samsung Corning combined guarantees should represent no
more than 3.1% of the Samsung affiliates’ total financial obligation. Although noting that the outcome of these
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matters is uncertain, Samsung Corning Precision and Samsung Corning have stated that these matters are not
likely to result in a material ultimate loss to their financial statements. No claim in these matters has been asserted
against Corning Incorporated. ‘

Fllsworth Industrial Park, Downers Grove, 1L Environmental Litigation. In August 2005, Corning was
named as a fourth party defendant in a class action, Ann Muniz v. Rexnord Corp, filed in the U.S. District
Court for the N.D. Hlinois, claiming an unspecificd amount of damages and asserting various personal injury and
property damage claims against a number of corporate defendants. These claims allegedly arise from the release
of solvents from the operations of several manufacturers at the Ellsworth Industrial Park into soil and ground
water. On July 10, 2006, plaintiffs sctiled with a number of defendants and third-party defendants for $15.75
million, and the settling defendants arc mediating allocation. In November 2006, Corning scttled with three of
the third-party defendants for a total of approximately $99,000. The claim of the remaining third-party defendant
against Corning is scheduled for trial in March 2007. Corning was also named as a third or fourth party defendant
in two personal injury lawsuits against a number of corporate defendants as a result of an alleged groundwatér
contamination at this industrial park site. Corning has a number of defenses to these claims, which management
intends (o contest vigorously. Management believes these matters are not likely to be material to the financial
statements of Corning in any period. '

Market for Registrant’s Common Equity, Related ﬁiockhnlder Matters and Issuer Purchases of Equity
Securities

(@) Corning [ncorporated common stock is listed on the New York Stock Exchange and the SW X Swiss Exchange.
In addivon, it is traded on the Boston, Midwest, Pacific and Philadelphia stock exchanges. Common stock
options are traded on the Chicago Board Options Exchange. The abbreviated ticker symbol for Corning
Incorporated is “GLW.

The following table sets forth the high and low sales price of Corning’s common stock as reported on the Composite
Tape.

First Second Third Fourth
Quarter Quarter Quarter Quarter
2006
Price range
High $28.28 $29.61 $24.90 $25.57
Low $19.35 $20.39 $17.50 $18.62
2005
Price range _
High $12.40 $17.08 $21.95 ) $21.62
Low $10.61 $10.97 $16.03 $16.61

As of December 31, 2006, there were approximately 25,700 record holders of common stock and approximately
595,000 beneficial shareholders. ' ‘

Corning discontinued the payment of dividends on its common stock in 2001.
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Equity Compensation Plan Information

The following table shows the total number of outstanding options and shares available for other future issuances
of options under all of our existing equity compensation plans, including our 2005 Employec Equity Participation
Program, our 2003 Equity Plan for Non-Employee Directors and our 2002 Worldwide Employee Share Purchase
Plan as of December 31, 2006.

A B C
Number of Securities
Securities To Remaining Available
Be Issued Upon Weighted-Average for Future Issuance
Exercise of Exercise Price Under Equity
Outstanding of Outstanding Compensation Plans
Options, Warrants Options, Warrants (excluding securities
Plan Category and Rights and Rights reflected in column A)
Equity Compensation Pians Approved
by Security Holders (1) 95,729,896 $24.19 116,065,029
Equity Compensation Plans Not
Approved by Security Holders 0 $ 0.00 ¢
Total 95,729,896 $24.19 116,065,029

() Shares indicated are total grants under the most recent sharcholder approved plans as well as any shares remaining
outstanding from any prior sharcholder approved plans.
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Performance Graph

The following graph illustrates the cumulative total shareholder return over the last five years of Corning’s
Common Stock, the S&P 500 and the S&P Communications Equipment Companies (in which Corning is currently
included). The graph includes the capital weighted performance results of those companies in the communications
equipment companies classification that are also included in the S&P 500.

Comparison of Five-Year Cumulative Total Return Among
Corning Incorporated, S&P 500 and S&P Communications Equipment
{Fiscal Years Ending December KA}
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(b) Not applicable.
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This table provides information about our purchases of our common stock during the fiscal fourth quarter of
2006:

Issuer Purchases of Equity Securities*

Approximate
Total Total Number of Dollar Value of
Number Average Shares Purchased Shares that May
of Shares Price Paid as Part of Publicly Yet Be Purchased
Period Purchased** per Share** Announced Plan* Under the Plan*
October 1-31, 2006 60,379 $21.91 0 80
November 1-30, 2006 120,300 $20.87 0 $0
December 1-31, 2006 54,416 $21.06 0 30
Total 235,095 $21.18 0 30

*

L4

During the quarter ended December 31, 2006, we did not have a publicly announced program for repurchase of shares of
our common stock. We did not repurchase our common stock in open-market transactions outside of such a program.

This column reflects the following transactions during the fiscal fourth quarter of 2006: (i) the deemed surrender to us
of 225.220 shares of common stock to pay the exercise price and to satisfy tax withholding obligations in connection
with the exercise of employee stock options, and (ii) the surrender to us of 9,875 shares of common stock to satisfy tax
withholding obligations in connection with the vesting of restricted stock issued to employecs.
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Selected Financial Data (Unaudited)
(In millions, except per share amounts and number of employees)
Years ended December 31,
2006 2005 2004 2003 2002
Results of Operations
Net sales $ 5174 $ 4579 § 3854 3 3,090 $ 3,164
Research, development and ' .
engineering expenses $ 517 $ 443 £ 355 $ 344 § 483
Equity in earnings of affiliated companies, net of
_impairments $ 90 § 611 $ 454 $ 216 $ 116
Income (loss) from continuing operations . - % 1,855 § 585 $(2,251) $ (280)  $(1,780)
Income from discontinued operations 20 478 N
Net income (1oss) $ 185 S 585 $(223) $ (380)  §(1.302) S
Basic earnings (loss) per common share from: ' 1=}
Continuing operations $ 1.20 $ 040 $ (162) § (0.22) $ (1.89) s |
Discontinued operations - - 001 - 0.46 =
_ Basic earnings (loss) per common share . % 120 $ 040 §-(1.61) % (0.22) § (1.39) !1:)
Diluted earnings (loss) per common share from: (al
Continuing operations $ 116 $ 038 § (1.62) $ (022) § (1.85) Q
Discontinued operations : ' 0.01 0.46 n
Diluted earnings (loss) per common share $ 116 §. 038 $ (161) § (0.22) § (1.39)
Shares used in computing per share amounts:
Basic earnings (loss) per common share 1,550 1,464 1,386 1,274 1,030
Diluted earnings (loss) per common share 1,594 1,535 1,386 1,274 1,030
Financial Position ‘
Working capital ’ $ 2479 $ 149 - § 804 $ 1,077 $ 2,145
Total assets ‘ $13,065 311,207 $ 9,736 $10,816 $£11,406
Long-term debt $ 1,696 ¥ 1,789 $ 2214 $ 2,668 $ 3,963
Shareholders’ equity $ 7,246 $ 5,487 § 3,701 $ 5411 $ 4,691
Selected Data '
Capital expenditures $ 1,08 §$1553 $ 87 § 366 § 357
Depreciation and amortization o - % 591 % 512 $ 523 £ 517 5 661
Number of employees (1) . : 24500 . 26,000 24,700 20,600 23,200

Reference should be made to the Notes to consolidated financial statements and Management’s Discussion and Analysis of
Financial Condition and Results of Qperations.

(I} Amounts do not include employecs of discontinued operations.
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Management’s Discussion and Analysi f Financial Condition apd ult erati
Overview

Qur key priorities for 2006 remained unchanged from the previous two years: protect our financial health, improve
our profitability, and invest in the future. We made significant progress on all three in 2006.

4

Financial Health

In 2006, our balance sheet remained strong and we delivered positive cash flows from operating activities.
Significant activities in 2006 included the following: '

]

e We issued $250 million aggregate principal amount of 7.25% senior unsecured notes due 2036 for general
corporate purposcs and in support of an objective to extend the timing of future debt maturities.

e We reduced our long-term debt in the following transactions:
— Weredeemed 5119 million of our 6.25% Euro notes, due in 2010;
—  We repurchased $96 million of aur 6.3% notes due in 2009; and
-~ We redeemed $125 million of our 8.3% medium-term notes due in 2025.

e Wereceived $171 million in deposits against orders relating to our multi-year supply agreements with customers
in the Display Technologies scgment. These agreements have helped us to meet the rapid growth of the LCD
market. ‘

e Al three of our rating agencies upgraded our ratings to either BBB or BaaZ2.

s We gencrated cash flows from operating activities in excess of our capital expenditures.

We ended 2006 with $3.2 billion in cash, cash equivalents and short-term investments. This represents an increase
of $733 million from December 31, 2005.. .

In November 2006, we amended our revolving credit facility so that it now provides us access to a %1.1 billion
unsecured multi-currency revolving line of credit through March 2011, We believe we have sufficient liquidity for
the next several years to fund operations, capital expenditures and scheduled debt repayments.

Profitability

For the year ended December 31, 2006, we generated net income of $1,855 million or $1.16 per share compared to
net income of $585 million or $0.38 per share for 2005.

We recorded restructuring, impairment, and other charges and credits in the past three years which affect the
comparability of those years. Refer to Note 3 (Restructuring, Impairment and Other Charges and (Credits)), Note
7 (Income Taxes), and Note 8 (Investments) to the consolidated financial statements for additional information.

Investing in our future

We remain committed to investing in research, development, and engincering to drive innovation. We are
investing in a wide variety of technologies with a focus on glass substrates for active matrix LCDs, diesel filters
and substrates in response to tightening emissions control standards, and the optical fiber and cable and hardware
and equipment that will enable fiber-to-the-premises.

Our research, development and engineering expenditures have increased by $74 million or 17% compared to 2005.
We believe our spending levels are adequate to support our growth strategies.

We also remain committed to investing in manufacturing capacity to match increased demand in our businesses.
Qur capital expenditures are primarily focused on expanding manufacturing capacity for LCD glass substrates in
the Display Technologies segment and diesel products in the Environmental Technologies segment. Total capital

102




expenditures for 2006 were $1,182 million, of which $829 million was directed toward our Display Technologies
segment and $146 million was invested in our Environmental Technologies segment primarily in anticipation of
the emerging market for diesel emission control systems.

We expect our 2007 capital spending to be in the range of $1.1 billion to §1.2 billion, of which approximately $700
million will be directed toward our Display Technologies segment and approximately $100 million will be directed
toward our Environmental Technologies segment.

RESULTS OF CONTINUING OPERATIONS

Selected highlights from our continuing operations follow (dollars in millions).

s|epueuly 900¢

% Change
2006 2005 2004 06vs. 05 05vs. 04
Net sales $5,174 34,579 $ 3,854 13 19
Gross margin $2,283 $ 1,984 $ 1415 15 40
(gross margin %) 44% 43% 37%
Selling, general and administrative ’
€xpenses $ 857 $ 756 $ 653 13 16
(as a % of revenues) 17% 17% 17%
Research, development and engineering
expenses $ 517 +$ 443 $ 355 17 25 -
(as a % of revenues) 10% 10% 9%
Restructuring, impairment and other
charges and (credits) $ 54 5 (3% “$ 1,789 (242) (102)
(as a % of revenues) 1% . (1% 46%
Asbestos settlement 5 (2 $ 218 5 65 (101) 235
(as a % of revenues) 0% 5% < 2%
Income (loss) from continuing operations:
before income taxes $ 961 $ 559 § (1,604) 72 (135)
(as a % of revenues) 19% 12% (42)%
Provision for income taxes 5 (59 % (578) $(1,084) (90) {47)
(as a % of revenues) (% {13)% (28)%
Equity in earnings of affiliated companies, :
net of impairments $ 960 $ o611 $ 454 57 35
(as a % of revenues) 19% 13% 12%
Income (loss) from continuing operations $1,855 5 585 2,251 . 217 (126)
(as a % of revenues) 36% 13% (58)%
Net Sales

The net sales increase in 2006 compared to 2005 was the result of increased demand for LCD glass substrates in
our Display Technologies segment and year-over-year increased volume in the Telecommunications segment. Net
sales for all other segments were comparable to the prior year. Movements in foreign exchange rates negatively
impacted 2006 net sales by approximately $125 million {or 3%) when compared with 2005.

The net sales increase in 2005 compared to 2004 was the result of a significant increase in demand for LCD glass
substrates in our Display Technologies segment. Modest gains in demand for products in our Telecommunications
segment to support fiber-to-the-premises projects and in our Environmental Technologies segment also contributed
to the sales increase. The impact of movements in foreign exchange rates on 2005 net sales was less than 1% when
compared with net sales in 2004,
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Reflecting the growth in our Display Technologies segment, net sales into international markets continued to
surpass those into the U.S. market. For 2006, 2005, and 2004, sales into international markets accounted for 71%,
71%, and 65% of net sales, respectively.

Cost of Sales

The types of expenses included in the cost of sales line item are: raw materials consumption, including direct and
indirect materials; salaries, wages and benefits; depreciation and amortization; production utilities; production-
related purchasing; warchousing (including receiving and inspection); repairs and maintenance; inter-location
inventory transfer costs; production and warehousing facility property insurance; rent for production facilities;
and other production overhead. ‘

Gross Margin

As a percentage of net sales, 2006 gross margin was up stightly from 2005 driven primarily by our Display
Technologies segment. Gross margins for this segment were essentially even with 2005 reflecting the negative
impact of price declines offset by higher volumes and cost reductions. Display Technologies segment sales
increased from 38% of total Corning’s sales in 2005 to 41% of Corning’s sales in 2006. As Display Technologies
has a higher gross margin than our consolidated gross margin, the added concentration in Display Technologies in
2006 caused Corning’s gross margin percentage to increase from 43% in 2005 to 44% in 2006.

For 2005, as a percentage of net sales, gross margin improved 6 percentage points versus 2004. The improvement
was driven by increased volume, improved mix of large generation glass and manufacturing efficiencies in our
Display Technologies segment.

Selling, General, and Administrative Expenses

The increase in selling, general and administrative expenses for 2006 compared to 2005, in dollars, was primarily
due 1o an increase in stock-based compensation expense as a result of the Company’s adoption of Statement of
Financial Accounting Standards (SFAS) No. 123 (revised 2004) Share-Based Payment (SFAS 123(R)), effective
January 1, 2006. The increase in spending in 2005 compared to 2004 was primarily driven by increases in
compensation costs. As a percent of net sales, selling, general, and administrative expenses were comparable for
all periods presented.

The types of expenses included in the selling, general and administrative expenses ling item are: salaries, wages
and benefits: travel; sales commissions; professional fees; and depreciation and amortization, utilities, and rent for
administrative facilities.

Share-Based Compensation

Prior to January 1, 2006, the Company accounted for share-based awards granted under the Company’s stock
compensation programs using the intrinsic value method in accordance with Accounting Principles Board Opinion

- (APB) No. 25, “Accounting for Stock Issued to Employees”™ (APB 25) and SFAS No. 123, “Accounting for Stock-

Bascd Compensation” (SFAS 123). Under the intrinsic value method, no share-based compensation cost related to
stock options had been recognized in the Company’s consolidated statements of operations, because the exercise
price was at least equal to the market value of the common stock on the grant datc. Asa result, the recognition
of share-based compensation cost was generally limited to the cxpense attributed to restricted stock awards,
and stock option modifications. As permitted under SFAS 123, the Company reported pro-forma disclosures

presenting results and earnings per share as if we had used the fair value recognition provisions of SFAS 123 in
the notes to the Company’s consolidated financial statements.

Effective January 1, 2006, the Company adopted the provisions of SFAS 123(R) using the modified prospective
application method. Under the modified prospective application method, compensation cost recognized in 2006
includes: (a) compensation cost for all share-based awards granted prior to, but not yet vested as of January 1,
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2006 based on the grant date fair value estimated in accordance with the original provisions of SFAS 123, and
(b} compensation cost for all share-based awards granted subsequent to January 1, 2006, based on the grant date
fair value estimated in accordance with the provisions of SFAS 123(R). Compensation cost is recognized in the
consolidated statements of operations over the period during which an employec is required to provide service in
exchange for the award. In accordance with the modified prospective application method, results for prior periods
have not been restated. The adoption of SFAS 123(R) resulted in a decrease of $0.05 in basic and diluted carnings
per share for the year ended December 31, 2006. Sce Note 18 (Share-based Compensation) to the consolidated
financial statements for further detail on the impact of SFAS 123(R).

Research, Development, and Engineering Expenses

Research, development and engineering expenditures increased by $74 million in 2006 when comparcd to 2005, but
remained consistent as a percentage of net safes. Expenditures in 2006 were focused on our Display Technologies,
Environmental Technologies and Telecommunications segments as we looked to capitalize on market opportunities

in those segments. Expenses in 2006 also included costs associated with exploratory projects to support future g
growth. Expenditures increased in 2005 when compared to 2004, due to increased spending to support growth 8
initiatives including glass substrates for LCDs, diese! filter and substrates in response to tightening emissions -
control standards, as well as exploratory projects. 3
Restructuring, Impairment and Other Charges and (Credits) %l
Corning recorded significant net charges in 2004 which affect the comparability of our results for 2006, 2005, o
and 2004, A summary of the net charges and credits for all years presented is provided in the following table (in “
millions):
For the years ended December 31,
2006 2005 2004

Impairment of goodwill $1,420 \
Impairment of long-lived assets other than goodwill

Asscts to be disposed of by sale or abandonment 5 $6 302

Assets to be held and used S0 24
Reversal of currency translation adjustment (84
Accelerated depreciation 37
Loss on sale of businesses 12
Impairment of available-for-sale securities 25
Restructuring charges and (credits) ’ __ 6 _ 15 (6)
Total restructuring, impairment other charges and {credits) $ 54 $(38) $1.789

Impairment of Goodwill

2004 Impairment Charge

Pursuant to SFAS No. 142, “Goodwill and Other Intangible Assets,” (SFAS 142) goodwill is required to
be tested for impairment annually at the reporting unit level. In addition, goodwill should be tested for
impairment between annual tests if an event occurs or circumstances change that would more likely than
not reduce the fair value of the reporting unit below its related carrying valuc. In the third quarter of 2004,
we identificd certain factors that caused us to lower our estimates and projections for the long-term revenue
growth of the Telecommunications segment, which indicated that the fair value of the Telecommunications
segment reporting unit was less than its carrying value. We performed an interim impairment test of the
Telecommunications segment goodwill in the third quarter of 2004 and, as a result, recorded an impairment
charge of $1.420 million to reduce the carrying value of goodwill to its implicd fair vaiue at September 30,
2004 of $117 million.
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Impairment of Long-Lived ets Other Than Goodwill

Given our restructuring actions and the market conditions facing certain of our businesses, at various times
throughout 2004 to 2006, we performed evaluations of the recoverability of our held for use long-lived assets
other than goodwill. When an impairment evaluation was required, we developed expected future cash flows
against which to compare the carrying value of the asset group being evaluated.” If our projections indicated
that our long lived asscts were not recoverable through future cash flows, we werce then required to estimate
the fair value of the long-lived assets, limited to property, plant and equipment, using the expected cash flow
approach as a measure of fair value.

2006 Impairment Charge
Assets to be held and used

In 2006, we recorded an assct held for use impairment charge of $44 million to impair certain long-lived
assets of our Teleccommunications segment in accordance with SFAS No. 144, “Accounting for the Impairment
or Disposal of Long-Lived Assets” (SFAS 144). Due to our lowered long-term outlook for this business, we
determined that an event of impairment, as defined by SFAS 144, had occurred in that business, which further
required us to test this asset group for impairment. We assess recoverability of the carrying value of long-
lived assets at the lowest level for which identifiable cash flows are largely independent of the cash flows
of other asscts and liabilities, We estimated the fair value of the long-lived assets for this business using a
discounted expected cash flow approach as a measure of fair value. As a result of our impairment evaluation,
we recorded an impairment charge to write-down the asset group to its estimated fair value.

2004 Impairment Charge
Assets 1o be disposed of by sale or abandonment
These charges comprisc the following:

o Telecommunications segment: In 2004, we recorded a net charge of $344 million to jmpair plant and
cquipment related to certain facilities to be disposed of or shutdown. Approximately $332 million of this
nct charge was comprised of the partially completed sections of our Concord, N.C. optical fiber facility.
As a result of our lowered outlook, we have permanently abandoned this construction in progress as we
no longer belicve the demand for optical fiber will warrant the investment necessary to complete this
facility. We have mothballed and will continue to depreciate the separate previously-operated portion of
the Concord fiber facility. ‘ '

e  Other businesses: We recorded net credits of $42 million, primarily for gains on the sale of assets Corning
Asahi Video Products (CAV) sold to a third party in China. This represented proceeds in excess of
assumed salvage values for asscts previously impaired. This represented the substantial completion of the
sale of CAV’s asscls.

Assets to be held and used

In 2004. duc to our decision to permanently abandon certain assets and lower our long-term outlook for
the Telecommunications segment in 2004, we determined that an event of impairment had occurred in our
Telecommunications scgment which required us Lo test the segment’s long-lived assets other than goodwill for
impairment. As a result of thi imyirment evaluation, we recorded a $24 million impairment charge in the
third quarter of 2004 to writc-down certain asscts to fair value. :
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Other Credits
2005 Reversal of Currency Translation Adjustment

In 2003, Corning sold its photonic business operations to Avanex. The photonics business was the sole
operation of Corning O.T.L. S.r.l. (OTI), a wholly-owned Italian subsidiary of Corning, whose results were
included in Corning’s Telecommunications segment. Subsequent to the sale of the operating assets of OTI
to Avanex, Corning began liquidating OTL.  In October 2005, the assets of OTI were determined to be
substantially liquidated. As a result of the substantial liquidation, OTI's cumulative translation account was
reversed, resulting in a gain of $84 million in the fourth quarier.

Accelerated Depreciation
' 2004 Accelerated Depreciation

We recorded $37 million of accelerated depreciation relating to the final shutdown of our semiconductor
materials manufacturing facility in Charieston, South Carolina, which we announced in the fourth quarter of
2003,

Loss on Sale of Businesses

2004 Loss on Sale of Business
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On September 1, 2004 we completed the sale of our frequency controls business, which was part of the
Telecommunications segment, for net cash proceeds of $80 million. We recorded a loss on the sale of $14
million, which included an allocation of $30 million of the Telecommunications segment goodwill.

Impairment of Available for Sale Securities

2005 Impairment Charge

In 2005, we recorded impairment charges of $25 million for an other than temporary decline in the fair value
of our investment in Avanex Corporation (Avanex) below its adjusted cost basis. Our investment in Avanex
was accounted for as an available-for-sale security under SFAS No. 115, “Accounting for Certain Investments
in Debt and Equity Securities” (SFAS 115). In the fourth quarter of 2005, we completed the sale of our shares
of Avanex.

Restructuring Actions

20005 Restructuring Actions
Corning recorded net restructuring charges of $15 million in 2005 which included the following:

* A charge of $30 million comprising severance costs for a restructuring plan in the Telecommunications
segment to continue to reduce costs in this segment.

*  Net credits to prior year restructuring plans totaling $15 million primarily for revisions to plans related to
the shutdown of Corning Asahi Video Products and to our specialty materials business.

Legal Settlement - Ashestos

On March 28, 2003, we announced that we had reached agreement with the representatives of current and future
asbestos claimants on a scttlement arrangement that was thereafter incorporated into the Pittsburgh Corning
Corporation (PCC}) plan of reorganization (the PCC Plan). This settlement remains subject to a number of
contingencies, including approval by the Bankruptcy Court. Ifthe PCC Plan is approved and becomes effective, our
settlement will require Corning to relinquish its equity interest in PCC, contribute its equity interest in Pittsburgh
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Corning Europe N.V. (PCE), and contribute 25 million shares of Corning commeon stock. The common stock
and other components of the settlement will be marked-to-market each quarter unti! the PCC Plan is approved,
thus resulting in adjustments to income and the setttement liability as appropriate. Corning will also make cash
payments of $140 million (net present value of $131 million at March 2003} in six installments beginning one
year after the plan is cffective. In addition, we will assign insurance policy proceeds from our primary insurance
and a portion of our excess insurance as part of the scitlement. Two of Corning’s primary insurers and several
excess insurers have commenced litigation for a declaration of the rights and obligations of the parties under
insurance policies, including rights that may be affected by the settlement arrangement described above. Corning
is vigorously contesting these cases. Management is unable to predict the outcome of this insurance litigation.

The PCC Plan received a favorable vote from creditors in March 2004, Hearings to consider objections to the
PCC Plan were held in the Bankruptcy Court in May 2004. in February 2006, the Bankruptcy Court requested
that the PCC Plan proponents dclete references to Section 105(a) of the Bankruptcy Code and resubmit the PCC
Plan. The final round of oral argument was held on July 21, 2006. On December 21, 2006, the Bankruptcy
Court issued an order denying confirmation of the PCC Plan for reasons set out in a memorandum opinion.
Scveral ‘parties, including Corning, have f iled motions for reconsideration, which are scheduled for a hearing
before the Bankruptcy Court on March 5, 2007. If the Bankruptcy Court docs not approve the PCC Plan in its
current form, changes to the PCC Plan arc probable as it is likely that the Court will allow the proponents time
to propose amendments. The outcome of these proceedings is uncertain, and confirmation of the current Plan
or any amended Plan is subject to a number of contingencies. However, apart from the quarterly mark-to-market
adjustment in the value of the 25 million shares of Corning stock, management believes that the likelihood of a
imaterial adverse impact to Corning’s financial statements is remote.

The following summarizes the charges and gains we have recorded for the asbestos settlement (in millions):

For the years ended December 31,

2006 2005 2004 2003
Initial settlement charge $392
Fair market value adjustment for other components $ 22 $ 21 $£32 28
Mark-to-market common stock (24) 197 33 115
Asbestos scttlement $ (2) $218 $65 §535

Sce Legal Proceedings for additional information about this matter.
Income (Loss) From Continuing Operations Before Income Taxes

In addition to the items identificd under Gross Margin, Restructuring, Impairment and Other Charges and (Credits)
and Asbestos Settiement, we retired a significant amount of our outstanding debentures during 2006, 2005 and
2004, that resulted in losses of $11 million, $16 million, and $36 million, respectively.

Movements in currency exchange rates ncgatively impacted income (loss) from continuing operations in 2006 and
2005 when compared to the respective previous years.

Provision for Income Taxes

Qur provision for income taxes and the related effective income tax (benefit) rates were as follows (in millions):

For the years ended December 31,

2006 2005 2004
Provision for income taxes $ 55 S 578 $1,084
Effective income tax ratc 5.7% 103.4% 67.6%
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The effective income tax rate for 2006 differed from the U.S. statutory ratc of 35% primarily due to the following
items:

*  The impact of not recording tax expense on income generated in the U.S;

* The release of valuation allowances on all Australian deferred tax assets and on a portion of our deferred tax
assets in Germany; and

®  The benefit of tax holidays in foreign jurisdictions.

In 2004 and 2005 we recorded valuation allowances against our entire U.S. deferred tax assets because we incurred
significant losses in the U.S. in recent years. As aresult, our tax provision in these years has included only the net
tax expense attributabic to certain foreign operations. While we did generate income from continuing operations
in the U.S. in 2006, such income was largely offset by tax adjustments not reflected in our continuing operations.
In the absence of an appropriatc level of overall profitability in the U.S., we did not record tax expense on income
from continuing operations in the U.S. in 2006, resulting in a reduction in our effective tax rate of 14.2%.

In 2004, we also recorded valuation allowances against most of our foreign deferred tax assets. In 2006, due to
sustained profitability and positive earnings projections in both Australia and at certain of our German operations,
we have concluded that it is more likely than not thar the underlying tax benefits are realizable and released
valuation atlowances, resulting in a reduction in our effective tax rate of 8.7%.

Certain foreign subsidiarics in China, South Africa and Taiwan are operating under tax holiday arrangements.
The nature and extent of such arrangements vary, and the benefits of such arrangements phase out in years (2006
to 2010) according to the specific terms and schedules of the relevant taxing furisdictions. The impact of the
tax holidays on our cffective rate is a reduction in the rate of 10.1%, 8.9%, and 1.2% for 2006, 2005, and 2004,

respectively,
In addition to the aforementioned benefit of tax holidays, the effective income tax rate for:

* 2005 differed from the U.S. statutory rate of 35% primarily due to tax expense of $525 million to increase
Corning’s valuation allowance.

. 2004 differed from the U.S. statutory rate of 35% primarily duc to establishing a valuation allowance
against certain domestic (U.S. federal, state and local) and foreign deferred tax assets, and the write-off of
nondeductible goodwill. '

In 2004, significant events occurred which required us to increase our valuation allowances against certain U.S.
and German deferred tax assets resulting in an increase in our effective tax rate of 78.9%. Refer to Note 3
(Restructuring, Impairment and Other Charges and (Credits)) for additional information on these events and the
related charges. At that time, we believed that it was more likely than not that we could realize the remaining net
U.S. deferred tax assets of approximately $525 million through a tax planning strategy involving the sale of our
investment in Dow Corning, a non-strategic appreciated asset, if we were faced with expiring net operating loss
carryforwards.

During 2005, Dow Corning’s performance was much stronger than expected and Dow Corning resumed paying a
dividend; both of which are expected to continue in the future. Due to this improved performance, we concluded
that Dow Corning provides strong financial, geographic and market balance to Corning’s portfolio of businesses,
the profitability of which has become more concentrated due to the success of the display operating segment. As
a result, we considered Dow Corning to be a strategic investment and could no longer assert that a potential tax
planning strategy involving the sale of Dow Corning would be prudent, as required by SFAS No. 109, “Accounting
for Income Taxes™ (SFAS 109). Therefore, we no longer believed, in the fourth quarter of 2005, that it was
more likely than not that we would realize the remaining net deferred tax assets. Accordingly, we increased our
valuation allowance by $525 million to fully reserve our net U.S. deferred tax assets in the fourth quarter of 2005,
which increased our effective tax rate by 94%.
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During the third quarter of 2005, Corning filed its 2004 consolidated U.S. Federal income tax return, which
included a $3.9 billion worthless stock deduction for the loss on our investment in the photonic technologies business
associated with the Pirelli acquisition. This acquisition was completed in December 2000 and was substantially
impaired in the second quarter of 2001. Prior to the third quarter of 2005, we did not record a deferred tax asset
for this itern as the ultimate realization of such deduction was uncertain, and consistent with the requirements of
SFAS No. 5, “Accounting for Contingencies,” recognition of an asset prior to the time management determines
the realization of the asset is probable is prohibited. On September 2, 2005, Corning and the Commissioner of the
IRS entered into a closing agreement under section 7121 of the Internal Revenue Code of 1986 which provides that
Corning is entitled to this worthless stock deduction. We recorded a $1.5 billion deferred tax asset for this item n
the third quarter, which was concurrently offset by a valuation allowance of an equal amount dug to our inability to
record tax benefits for U.S. net operating losses. The net result had no impact of our effective tax rate for 2005.

Egquity in Earnings of Affiliated Companies, Net of Impairments

The following provides a summary of equity earnings of affiliated companies, net of impairments (in millions):
2006 2005 2004

Samsung Corning Precision ' $ 555 $ 408 8277
Dow Corning 334 253 116
Samsung Corning ' (112) 32
All other ‘ T 62 29
Total equity earnings ' $960 $611 $454

The 2006 and 2005 increases in equity earnings of affiliated companies, net of impairments, are primarily due to
strong sales and earnings performance at Samsung Corning Precision and at Dow Corning.

In addition to the above, equity in earnings of affiliated companies, net of impairments, included the following
restructuring and impairment charges and other credits:

e In 2006, Dow Corning reached settlement with the IRS regarding liabilities for tax years 1992 to 2003. Equity
earnings reflected a $33 million gain as a result of the settlement which resolved all Federal tax issues related
to Dow Corning’s implant settlement. ' '

e In 2006, Samsung Corning recorded the following items which increased Corning’s equity earnings by
$2 million, net: a gain on the sale of land which increased Corning’s equity earnings by $61 million; an
impairment charge on certain long-lived assets which reduced Corning’s equity earnings by $46 million; and
the establishment of a valuation allowance for certain deferred tax assets which reduced Corning’s equity
earnings by $13 million.

e In 2005, Samsung Corning incurred impairment and other charges as a result of a decline in the projected
operating results for its cathode ray tube (CRT) glass business. The charge, which included certain
manufacturing assets and severance and exit costs, reduced Corning’s equity earnings by $106 million in the
third quarter. '

e In 2005, Dow Corning recorded a gain on the issuance of subsidiary stock. Corning’s equity earnings included
$11 million related to this gain. ‘

. In2004,Corningincurredchargesof$35milliontoimpairequitymethodinvestmentsintheTelecommunicalions
segment to their estimated fair value.

e In 2004, Dow Corning recorded charges related to restructuring actions and adjustments to interest liabilities
recorded on its emergence from bankruptcy. Corning’s equity earnings included $21 million related to these
charges.

In 2003, 2005, and 2006, Samsung Corning recorded significant fixed asset and other impairment charges. As the
conventional television glass market will be negatively impacted by strong growth in the LCD glass market, it is
reasonably possible that Samsung Corning may ‘ncur additional restructuring or impairment charges or operating
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losses in the foreseeable future. Samsung Corning is currently investing in several developing businesses which
Samsung Corning management believes will offset the decline in conventional television glass market over time.
Should these new businesses not achieve expected results, additional operating losses, asset impairments and
restructuring charges are likely to occur and Samsung Corning’s long-term financial viability may come into
question. These events could result in Corning incurring an impairment of its investment in Samsung Corning,
Corning management believes it is more likely than not that an impairment of our investment will occur in the
foreseeable future. Corning’s investment in Samsung Corning was $254 million at December 31, 2006.

Income (Loss) Fram Continuing Operations

As a result of the items discussed above, the income (loss) from continuing operations and per share data was as
follows (in millions, except per share amounts):

For the years ended December 31,

2006 2005 2004

Income (loss) from continuing operations $1.855 3 585 $(2,251)
Basic earnings (loss) per common share from

continuing operations $ 1.20 $ 040 5 (l.62)
Diluted earnings (loss) per common share from continuing

operations $ 116 $ 0.38 $ (1.62)
Shares used in computing basic per share amounts 1,550 1,464 1,386
Shares used in computing diluted per share amounts 1,594 1,535 1,386

RESULTS OF DISCONTINUED OPERATIONS

In the third quarter of 2004, Corning and 3M reached a final settlement agrecement for funds held in escrow
associated with the 2002 sale of Corning’s precision lens business to 3M. As a result, we recognized a $20 million
gain upon receipt of the proceeds in 2004,

OPERATING SEGMENTS

Our reportable operating segments include Display Technologies, Telecommunications, Environmental
Technologies, and Life Sciences. The Environmental Technologies reportable segment is an aggregation of our
Automotive and Diesel operating segments, as these two segments share similar economic characteristics, products,
customer types, production processes and distribution methods. The following provides a brief description of the
products and markets served by each reportable segment:

¢ Display Technologies - manufactures liquid crystal display glass for flat panel displays;

* Telecommunications - manufactures optical fiber and cable, and hardware and equipment components for the
worldwide telecommunications industry;

¢ Environmental Technologies - manufactures ceramic substrates and filters for automobile and diesel
applications; and
s Life Sciences - manufactures glass and plastic consumables for scientific applications.

We prepared the financial resulis for our reportable segments on a basis that is consistent with the manner in which
we internally disaggregate financial information to assist in making internal operating decisions. We include the
earnings of equity affiliates that are closely associated with our operating segments in the respective segment’s net
income. We have allocated certain common expenses among segments differently than we would for stand-alone
financial information prepared in accordance with GAAP. These expenses include interest, taxes and corporate
functions. Segment net income may not be consistent with measures used by other companies. The accounting
pelicies of our reportable segments are the same.as those applied in the consolidated financial statements.
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On January 1, 2006, Corning changed its measurement of segment profit or loss as follows:

e  We removed the net impact of financing costs, such as interest expense on debt instruments and interest costs
associated with benefit plans, from reportable segments and included these amounts in Corporate unallocated
cxpense.

¢ We changed the allocation method for taxes to more closely reflect the Company’s current tax position.

e We removed the impact of non-cash stock compensation expense from reportable segments and included this
amount in Corporate unallocated expense.

e We removed the allocation of exploratory research, development and engineeriﬁg expense from reportable
segments and included these amounts in Corporate unallocated cxpense.

e We changed certain other allocation methods for corporate functions.

The following discussion reflects segment information that has been tevised to reflect the changes to segment
performance measurement as described above.

Display Technologies

The following table provides nct sales and other data for the Display Technologies segment (dollars in millions):

% Change
2006 2005 2004 06 vs. 05 05 vs. 4
Net sales $2,133  $1,742  SL113 22 57
Income before equity carnings $1,052 $ 823 $ 429 28 92
Equity carnings of affiliated companies $ 565 $ 416 $ 288 36 44
Net income $1,617 $1,239 $ 717 31 73

2006 vs. 2005

The net sales increase for 2006 continues to reflect overall LCD glass market growth. During 2006, glass substratc
volumes (measured in square feet of glass sold) increased 52% compared with 2005, driven by increased LCD
monitor and TV market penetration, demand for larger-size substrates (gencration 5 and above), and continued
strong demand for glass for notebook computers. Sales of large-size glass substrates, which carry a slightly
higher selling price per square foot, accounted for 82% of 2006 sales volumes compared to 69% in 2005. The
growth in volume was partially offset by declines in weighted average selling prices of approximately 16%. Sales
of the Display Technologies segment are denominated primarily in the Japanese yen. Movements in the U.S.
dollar — Japancse yen exchange rate negatively impacted 2006 sales by approximately $122 million (or 7%) when
compared with 2005.

In the sccond quarter of 2006, the Display Technologies segment reported its first quarterly sequential decline in
volume since the third quarter of 2001. The Jower volume was the result of a number o our customers, primarily
in Taiwan, idling part of their facilities and thus reducing their demand for glass, asa result of a build-up of panel
inventory in the supply chain. In comparison to the second quarter of 2006, both volume and sales increased in
the third quarter of 2006. As expected, our customers reduced their inventories and began ramping up LCD panel
production to meet scasonally stronger demand expected in the fourth quarter.

For 2006, the increase in income before equity earnings was primarily the result of higher volumes as described
above and manufacturing cost reductions, offset somewhat by lower prices and the impact of exchange rates.
Movements in currency exchange rates negatively impacted 2006 income before equity earnings by approximately
5% when compared with 2005,

The increase in our equity earnings, primarily from Samsung Corning Precision, was largely driven by the same
market factors identified for our wholly owned busincss except that the impact of the panel maker inventory build
in Korea in the second quarter of 2006 was not as significant. In 2006, Samsung Corning Precision’s earnings
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were negatively impacted by approximately 8% from movements in exchange rates compared to 2005. Equity
carnings from Samsung Corning Precision are susceptible to movements in the U.S. dollar—Japanese yen and U.S.
dollar—Korean won exchange rates.

The Display Technologies segment has a concentrated customer base comprised of LCD panel and color filter
makers primarily located in Japan and Taiwan. On October 1, 2006, AU Optronics Corporation (AUQ}, a customer
of the Display Technologies segment, completed'its previously announced merger with Quanta Display Inc. (QDI),
another customer of Corning’s Display Technologies segment. In addition, through two subsequent transactions,
AUO now holds a 49% equity stake in Toppan CFI, a subsidiary of Toppan Printing Co., Ltd., also a customer of
the Display Technologies segment. As a resuit of these transactions, AUO, QDI, and Toppan CF1 are¢ considered to
be a single customer reported as AUO. For 2006, AUQ (including QDI and Toppan CFI), Chi Mei Optoelectronics
Corporation, and Sharp Corporation, which individually accounted for more than 10% of segment net sales,
accounted for 64% of total segment sales when combined. :

In addition, Samsung Corning Precision’s sales are concentrated across a small number of its customers. In 2006,
sales to two LCD panel makers located in Korea, Samsung Electronics Co., Ltd. and LG Phillips LCD Co., Ltd.
accounted for approximately 92% of total Samsung Corning Precision sales. '

In 2005 and 2004, Corning and several customers entered into long-term purchase and supply agreements in
which the Display Technologies segment agreed to supply large-size glass substrates to the customers over periods
of up to six years. As part of the agreements, these customers agreed to make advance cash deposits to Corning
for a portion of the contracted glass to be purchased. In 2006, Corning received $171 million of custoraer deposits
and issued $126 million in credit memoranda. Refer to Note 1t (Other Liabilities) to the consolidated financial
statements for additional information, . o

In the event the customers do not make all customer deposit installment payments or clect not to purchase the
agreed upon quantities of product, subject to specific conditions outlined in the agreements, Corning may retain
certain amounts of the customer deposits. i Corning does not deliver agreed upon product quantities, subject to
specific conditions outlined in the agrecements, Corning may be required to return certain amounts of the customer
deposits. In the ordinary course of business, Corning will continuc to negotiate multi-year supply agreements
with its large customers where feasible but we believe it is unlikely that we will negotiate agrecments that require
additional deposits. '

Corning is investing heavily to expand capacity to meet increasing demand for LCD glass substrates. In 2006,
capital spending was $829 million and is expected to be approximately $700 million in 2007. Capital spending in
2007 will be used primarily to expand manufacturing facilities in Taichung, Taiwan and Shizuoka, Japan.

2005 vs. 2004

The 2005 sales increase reflected the overall growth of the LCD glass substrate market. During 2005, glass
substrate volumes increased approximately 64% compared with 2004. For 2005, large-size glass substrates
accounted for 69% of total sales volumes, compared to 46% in 2004. Movements in the U.S. dollar — Japanese yen
exchange rate did not have a significant impact on the comparability of sales.

For 2005, the key drivers for the increase in income before equity earnings were higher volumes, ongoing
improvements in manufacturing efficiencies, and a lower effective tax rate. Movements in currency exchange
rates did not have a significant impact on income before equity earnings. The increase in our equity earnings from
Samsung Corning Precision was largely driven by higher volumes and ongoing improvements in manufacturing
efficiencies.

Outlook:

We expect to sec a continuation of the overall industry growth and the trend toward large size substrates driven
by increased end market demand for LCD televisions. We anticipate the volume growth in the LCD glass market
to be in the mid-30% range in 2007. The expected market volume growth, measured in square feet, for the year

113

N
(]
=]
=
I
>
m.
3
Q.
-3
wv




s|epueuld BOOi

\

should be equal to or greater than the volume growth in the market in 2006, Corning’s LCD glass volume is
expected to grow at the upper end of this range, while Samsung Corning Precision’s volume growth may be
slightly lower. Growth rates by region for the industry generally, and thus for Corning’s wholly owned business
and Samsung Corning Precision, may be different based on market dynamics.

We believe prices will decline in 2007 but not to the extent that we experienced in 2006. We also expect to be able
to reduce our manufacturing costs to address the impact of price declines. We expect price declines of 1-2% in the
first'quarter of 2007 when compared to the fourth quarter of 2006. -

As glass for LCD television becomes a higher percentage of total LCD glass demand, we anticipate that our
business will become more seasonal. We currently anticipate that glass volume will decline 10-15% in the first
quarter from the seasonally strong fourth quarter of 2006 and that sales and earnings in this segment will-be more
concentrated in the second half of 2007 than in prior years.

Although we believe that end market demand for LCD televisions, monitors and notebooks remains strong, we are
cautious about the potential negative impact that economic conditions and political tensions could have on consumer
demand. There is no assurance that the end-market rates of growth will continue at the rates experienced in recent
years, that we will be able to pace our capacity expansions to actual demand, or that the rate of cost declines will
offset price declines in any given period. While the industry has grown rapidly, consumer preferences for panels
of differing sizes; prices; or other factors may lead to pauses in market growth, Therefore, it is possible that glass
manufacturing capacity may exceed demand from time to time. In addition, changes in foreign exchange rates,
principally the Japanese yen, will continue to impact the sales and profitability of this segment.

Telecommunications

The following table provides net sales and other data for the Telecommunications segment (dollars in miliions).

% Change
2006 2005 2004 06vs. 05 05vs. 04
Net sales: _
Optical fiber and cable $ 877 $ 834 § 755 5 10
Hardware and equipment 852 789 784 8 ]
Total net sales $1,729 $1,623 $ 1,539 7 5
Net income (loss) B § 7 5§ 68  $(1,874) (90) (104)

2006 vs. 2005

Increases in Telecommunications segment net sales were driven by improved sales in North America, Europe and
China. The increase was driven by a broader recovery in the Telecommunications industry, including greater
deployment of fiber-to-the premises products and growth in the private network market. The volume increase was
offset somewhat by continued price declines when compared to 2005. Movements in foreign exchange rates which
can affect this segment’s net sales, primarily the Euro and Japanese yen, did not have a significant impact on sales
in 2006 when compared to the previous year.

Effective April 1, 2006, ACS, an equity company affiliate, assumed responsibility for optical cable and hardware
and equipment sales in Japan. Asa result, sales in 2006 were negatively impacted as ACS, which is accounted
for under the equity method, began to seil into the Japanese market. Sales of optical cable and hardware and
equipment in Japan, which are now recorded by an equity affiliate, were $75 million in 2005 and $23 million in
the first quarter of 2006.

In 2006, we recorded an asset held for use impairment charge of $44 million to impair certain long-lived assets of
our cabling business in accordance with SFAS 144. Due to our lowered long-term outlook for this business, we
determined that an event of impairment, as defined by SFAS 144, had occurred, which further required us to test
this asset group for impairment. We assess recoverability of the carrying value of long-lived assets at the lowest
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level for which identifiable cash flows are largely independent of the cash flows of other assets and liabilities. We
estimated the fair value of the long-lived assets for this business using the expected cash flows discounted cash
flow approach as a measure of fair value associated with these assets. As a result of our impairment evaluation,
we recorded an impairment charge to write-down the asset group to its estimated fair value.

For the Telecommunications segment, net income in 2006 and 2005 was impacted by restructuring, impairment,
and other charges and credits. In 2006, we recorded an after-tax impairment charge of $44 million, described
above. In 2003, we recorded net after-tax credits of $47 million. Refer to Results of Continuing Operations for
a discussion of these charges. The decline in net income for this segment in 2006 when compared to 2005 was
primarily the result of the 2006 impairment charge described above and the absence of net after-tax credits of $47
million that were recorded in 2005. Movements in exchange rates did not significantly impact the results for this
operating segment.

The Telecommunications segment has a concentrated customer base. [n 2006, two customers of the
Telecommunications segment, which mdividually accounted for more than (0% of total segment net sales,
accounted for 25% of total segment sales when combined.

2005 vs, 2004

Results for the Telecommunications segment reflected a solid performance in 2005. The net sales increase was
targely driven by sales in North America and Europe. Excluding the impact of the frequency controls business,
a hardware and equipment manufacturer sold in September 2004, net sales for the Telecommunications segment
increased 10% in 2005 when compared to the previous year. Movements in exchange rates did not significantly
impact sales for either 2005 or 2004.

For the Telecommunications segment, net income in 2005 and the net loss in 2004 were impacted by restructuring,
impairment, and other charges and credits. In 2005, we recorded net after-tax credits of $47 million related to these
items and in 2004, we recorded after-tax charges of $1,798 million, Refer to Results of Continuing Operations for
a detailed discussion of these charges.

Outlook:

For the Telecommunications segment, we expect sales and earnings to increase in 2007, reflecting a broader-
based increase in demand than in the last two years. However, sales will still be impacted by the seasonal buying
patterns of our largest customer. Changes in our customer’s expected deployment plan, or additional reductions
in their inventory levels of fiber-to-the-premises products, could also affect the sales level. Should these plans not
occur at the pace anticipated, our sales and earnings would be adversely affected.

Environmental Technologies

The following table provides net sales and other data for the Environmental Technologies segment (dollars in
millions):

% Changg
2006 2005 2004 06 vs. 05 05 vs. 04
Net sales:
Automotive $ 451 $482 5479 (6) ]
Diesel 164 98 69 67 42
-Total net sales $615 $ 580 $548 6 6

Net income $ 7 $ 15 $ 21 {53) (29)
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2606 vs. 2005

Sales of this segment in 2006 were somewhat higher than last year due to improvements in Diesel products sales,
primarily for light-duty diesel vehicle applications. However, we also experienced a decline in automotive product
sales due to lower volumes. As end customers shift demand toward smaller, more energy efficient vehicles,
demand for larger automobiles has declined. This shift in demand has caused our autometive substrate volumes
to decline because our market shar is relatively higher for manufacturers of larger vehicles. [n addition, volumes
have been ncgatively impacted because smaller vehicles require proportionately smaller substrates. Movements
in exchange rates did not have a significant impact on sales for this segment.

The decrease in net income in 2006 versus 2005 was due primarily to increased rescarch, development, and
engineering spending in preparation for the growth in sales of heavy duty and light duty diesel products.

2005 vs. 2004

The 2005 increase in net sales was the result of continued growth in diesel products sales. For automotive products,
sales in 2005 were flat when compared to prior year. The 2005 decreasc in net income compared to 2004 resulted
primarily from increased operating expenses primarily to support our cmerging diesel products. Movements in
exchange rates did not significantly impact net sales or net income of this segment in 2005 when compared to
2004.

The Environmental Technologies scgment sells to a concentrated customer base of manufacturers of catalyzers
and emission control systems, who then sell to automotive and diesel engine manufacturers. Although our sales
are to the emission control systems manufacturers, the use of substrates and filters is generally required by the
specifications of the automotive and diesel enginc manufacturers. In 2006, three customers of the Environmental
Technologies segment, which individually accounted for more than 10% of segment net sales, accounted for 72%
of total segment sales.

Outlook:

We expect both sales and carnings improvements in the Environmental Technologies segment in 2007. Automotive
substrate sales are expected to remain even with 2006 levels. Diesel products sales are expected to increase more
than 60% in 2007 as regulations that require heavy duty diesel fillers such as ours to meet tighter emission
standards became effective in the U.S. on January 1, 2007. Segment profitability is expected to increase due to
higher diesel volumes and manufacturing cost reductions. Changes in automotive production could adversely
impact sales and net income of this segment. ‘

Life Sciences

The following table provides nct sales and other data for the Life Sciences segment (dollars in millions):

% Change
2006 2005 2004 06 vs. 05. 05 vs. 04
Net sales $287 $282 5304 2 N
Net (loss) income $(17) RG] $ 16 325 {125)

2006 vs. 2005

Net sales of the Life Sciences segment were up slightly in 2006 when compared to 2005 due to increased prices
offset by volume declines in the U.S. Movements in foreign exchange rates did not have a significant impact on
the comparability of sales.

The segment continues to operate at a loss due to significant research, development, and engineering spending
related to the Epic® System, a high-throughput label-free screening platform based on optical biosensor technology,
which had its market launch in 2006. The segment loss also inctudes $5 million of severance, curtailment, and
asset impairment costs related to the shutdown of a facility in the United Kingdom.
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In the Life Sciences segment, one customer accounted for approximately 43% of this segment’s net sales in 2006,
2005 vs. 2004

The decrease in net sales in 2005 when compared to 2004 was due to volume decreases as a result of a change
in our distribution channel that was made in early 2005. Prior to 2005, approximately 56% of the Life Sciences
segment sales were to two distributors, who in turn sold to end-users such as pharmaceutical and biotechnology
companies, government cntities, academic institutions and other research facilities. As a result of a change in
business strategy by one of the distributors, Corning did not renew the distribution agreement. Approximately

30% of Life Sciences 2004 sales were made through this distributor. As expected the change had a negative
1mpact on sales volumes in 20035.

The net loss in 2005 was due to lower sales and higher operating expenses to irnplement the change in distribution
channels and to support new product development efforts. Movement in foreign exchange rates did not have a
significant impact on the comparability of this segment’s net sales or net income for 2005 and 2004.

Outlook:
Sales for 2007 are expected to increase sllghtly over 2006 We expect a lower net loss for 2007 as a result of higher
sales and the absence of severance and curtailment charges.

Unallocated and Other

The following table provides net sales and other data (dollars in millions):

% Change "~
2006 2005 2004 06 vs. 05 05 vs. 04
Other businesses net sales $4140, $ 352 $350 16 1
Net income (loss) $ 47 ¥ (66) 3 50 (171) (232)

Unailocated and Other includes all other operating segments that do not meet the quantitative threshold for separate
reporting. .

Sales in this segment for 2006 were higher than last year due to increased sales in the Specialty Materials business.
Net income for 2006 and net loss for 2005 reflected the impact of impairment and other charges and credits
recorded by Samsung Corning Co. Ltd. In 2006 and 2005, Corning’s share of these items was a credit of $2
million and a charge of $106 million, respectively. Refer to Note 8 (Investments) to the consolidated financial
statements for additional information.

LIQUIDITY AND CAPITAL RESOURCES
Financing Activities
During 2006, we had a numbcr of significant financing transactions as follows:

* We redeemed the entire $125 million principal amount of our 8.3% medium-term notes due April 4, 2025
which, at the redemption date, had a book value of $129 million.

* Weredeemed $119 million of our 6.25% Euro notes due February 18, 2010. We recognized a loss of $8 million
upon the early redemption of these notes.

¢ Werepurchased $96 million principal amount of our 6.3% notes due March 1, 2009. We recognized a loss of
$3 million upon the repurchase of these notes,

¢ We issued $250 million of 7.25% senior unsecured notes for net procceds of approximately $246 million
for general corporate purposes and in support of an objective to extend the timing of future debt maturities.
Although the notes mature on August 15, 2036, we can redeem or repurchase them at any time.
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Refer to Note 12 (Debt) to the consolidated financial statements for further information.

In November 2006, we amended our revolving credit facility so that it now provides us access to a $1.1 billion
unsecured multi-currency revolving line of credit through March 2011, The facility includes two financial
covenants: a.-leverage ratio and an interest coverage ratio. At December 31, 2006, we were in compliance with
both financial covenants. :

Customer Deposits

Certain customers of our Display Technologies segment have entered into long-term supply agreements and
agreed to make advance cash deposits to secure supply of large-size glass substrates. The deposits will be reduced
through future product purchases, thus reducing operating cash flows in later periods as credits are applied for
cash deposits received in earlier periods.

Customer deposits have been or wilk be received in the following periods (in rnillions):
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2005 2006 Estimated 2007 Total
Customer deposits received $457 $171 $105 $733

In 2006 and 2005, we issued $126 million and $29 million, respectively, in credit memoranda. These credit
amounts are not included in the above amounts and were applied against customer receivables.

In 2007, we expect to issue credits in the range of 3250 million to $300 million.
Capital Spending

Capital spending totaled $1.2 billion, $1.6 billion and $857 million in 2006, 2005, and 2004, respectively.
Capital spending activity in all three years primarily included expansion of LCD glass capacity in the Display
Technologies segment and new capacity for diesel products in the Environmental Technologies segment. Our 2007
capital spending program is expected to be in the range of $1.1 billion to $1.2 biltion, with approximately $700
million used to expand manufacturing capacity for LCD glass substrates in the Display Technologies segment.
Additionally, approximately $100 million will be directed toward our Environmental Technologics segment to
support the emerging diese! emissions control products.,

Restructuring

During 2006, 2005, and 2004, we made payments of $15 million, $25 million, and $85 million, respectively,
related to employee severance and other exit costs resulting from restructuring actions. Cash payments for
employee-related costs will be substantially completed by the end of 2007, while payments for exit activities will
be substantially completed by the end of 2010.

Key Balance Sheet Data

At December 31, 2006, cash, cash equivalents and short-term investments totaled $3.2 billion, compared with $2.4
billion at December 31, 2005. The increase from December 31, 2005, was primarily due to operating cash flows
of $1.8 billion.
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Balance sheet and working capital measures are provided in the following table (dollars in millions):

 As of December 31,
2006 2005
Working capital 52,479 $1,490
Working capital, excluding cash, cash equivalents, and short-term investments $ (688) 5 (944
Current ratio 211 1.6:1
Trade accounts receivable, net of allowances $ 746 $ 629
Days sales outstanding 48 49
Inventories $ 639 $ 570
Inventory turns ' 4.6 ' 47
Days payable outstanding 81 89
Long-term debt $1,696 $1,789
Total debt to total capital 19% 25%
Credit Ratings
As of February 26, 2007, our credit ratings were as follows:
J Rating Cutlook
RATING AGENCY - : Long-Term Debt Last Update
Fitch BBB Stable
' _ April 26, 2006
Standard & Poor’s BBB Stable
April 10, 2006
Moody’s Baa2 : ' Stable

July 17, 2006

Management Assessment of Liguidity

Our major source of funding for 2007 and beyond will be our operating cash flow, our existing balances of cash,
cash equivalents and short term investments, and proceeds from'the exercise of employee stock options. From
time to time, we may issue debt securities to refinance debt securities maturing in the next few years. We believe
we have sufficient liquidity for the next several years to fund operations, restructuring, the asbestos settlement,
rescarch and development, capital expenditures, and scheduled debt repayments. Due to the significant increase
in cash, cash equivalents and short term investments over the past few years, during 2007 we will cvaluate further
reductions in our Iong term debt, share repurchases, and dividends.

Off Balance Sheet Arrangements

Off balance sheet arrangements are transactions, agreements, or other contractual arrangements with an
unconsolidated entity for which Corning has an obligation to the entity that is not recorded in our consolidated
financial statements.

Corning’s off balance sheet arrangements include the following:

¢ puarantee contracts that require applying the provisions of FASB Interpretation No. 45, “Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of
Others” (FIN 45), and

e variable interests held in certain unconsolidated entities.
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FIN 45 requires a company, at the time a guarantee is issued, to recognize a liability for the fair value or market
value of the obligation it assumes. In the normal course of our business, we do not routinely provide significant
third-party guarantees. Generally, third-party guarantees provided by Corning are limited to certain financial
guarantees, including stand-by letters of credit and performance bonds, and the incurrence of contingent liabilities
in the form of purchase price adjustments related to attainment of milestones. These guarantees have various
terms, and none of these guarantees are individually significant.

Refer to Note 14 (Commitments, Contingencics, and Guarantees) to the consolidated financial statements for
additional information.

Corning leases certain transportation cquipment from three Trusts that qualify as variable intercst entities under
FIN 46R, Consolidation of Variable Interest Entities, an Interpretation of Accounting Research Bulletin No. 51,
Revised (FIN 46R). The sole purpose of these entitics is to lease transportation equipment to Corning.

For variable interest entities, we assess the terms of our interest in cach entity to determine if we are the primary
bencficiary as prescribed by FIN 46R. The primary bencficiary of a variable interest entity is the party that
absorbs a majority of the entity’s expected losscs, receives a majority of its expected residual returns, or both, as a
result of holding variable interests, which are the ownership, contractual, or other pecuniary inierests in an entity
that change with changes in the fair value of the entity’s net assets excluding variable interests. :

Corning is the primary beneficiary of onc of the three entities, and as required by FIN 46R the financial statements
of the entity are included in Corning’s consolidated financial statements. Corning is not the primary beneficiary
of two of the three variable interest entitics and as such, FIN 46R does not require Corning to include them in it’s
consolidated financial statements.

Refer to Note | (Summary of Significant Accounting Policies) 10 the consolidated financial statements for
additional information,

Corning does not have retained interest in assets transferred to an unconsolidated entity that serve as credit,
liquidity or market risk support to that entity.

In the reporting year 2005 and prior to adopting SFAS 123(R), Corning had cmployee compensation awards (stock
options) that were excluded from the balance sheet. SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activitics™ (SFAS 133), requires all derivative instruments to be recorded on the balance shect at fair
market value. Paragraph 11(a) of SFAS No. 133provides an exception to this requirement for contracts that arc
indexed 10 an entity’s own stock and classified in the shareholders™ equity section of the consolidated financial
statements. Therefore, prior to adopting SFAS 123(R), employee stock option awards were cxcluded from the
balance sheet because they met the paragraph 11(a) criteria. .In 2006, those options are recorded in the equity
section of the consolidated balance sheet, In 2005 and in the first quarter of 2006, we had other non-employec
contracts that did not meet the criteria in paragraph 11(a). Those contracts were considered derivative instruments
and were accounted for as such in the respective reporting periods.
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Contractual Obligations

The amounts of our obligations foliow (in millions):

Amount of commitment and contingency
expiration per period
l.essthan 1to2 2to3 3to4 35 yearsand

. Total 1 year years  years  years  thereafter

Performance bonds and guarantees $ 70 $14 $§ 5 §$ 1 5 1 $ 49
Credit facilities for equity companies 177 16 161
Stand-by letters of credit (1) 73 63 10
Loan guarantees 14 | 13
Subtotal of commitment expirations per period $ 334 $ 78 $15 517 § 1 $ 223
Purchase obligations 161 74 30 26 22 9
Capital expenditure obligations (2) 261 261
Total debt (3) 1,707 20 20 72 297 1,298
Minimum rental commitments 286 62 66 28 24 106
Interest on long-term debt (4) 1,390 106 105 103 101 975
Subtotal of contractual obligation payments

due by period $3,805 $523 5221 §229  $444 $2,388
Total commitments and contingencies $4,139 $601 $236 $246 $445 $2,611

(1) At December 31, 2006, $35 million of the $73 million was included in other accrued liabilities on our consolidated
balance sheets.

(2)  Capital expenditure obligations, primarily related to our Disblay Technologies segment expansions, are included on our
balance sheet.

(3) At December 31, 2006, 51,716 million was included on our balance sheet. Amounts above are stated at their maturity
value.

(4)  The estimate of interest payments assumes interest is paid through the date of maturity/expiration of the related debt,
based upon stated rates in the respective debt instruments.

We have provided financial guarantees and contingent liabilities in the form of stand-by lctters of credit and
performance bonds, some of which do not have fixed or scheduled expiration dates. We have agreed to provide
a credit facility related to Dow Corning as noted above and discussed in Note 8 (Investments) and Note 14
(Commitments, Contingencies, and Guarantees) to the consolidated financial statements. The funding of the
Dow Corning credit facility will be required only if Dow Corning is not otherwise able to meet its scheduled
funding obligations in its confirmed Bankruptcy Plan. We believe the significant majority of these guarantees and
contingent liabilities will expire without being funded.

Pensions

We have a number of defined benefit pension plans covering certain domestic and international employees. Our
largest single pension plan is Corning’s U.S. qualified plan. At December 31, 2006, this plan accounted for 79% of
our consolidated defined benefit pension plans’ projected benefit obligation and 90% of the related plans” assets.

At December 31, 2004, the accumulated benefit obligation (ABO) for our domestic qualified and non-qualified
plans and several international plans exceeded the fair value of related plan assets, requiring Corning to record
an additional minimum pension liability in accordance with SFAS No. 87, “Employers’ Accounting for Pensions”
(SFAS 87). However, in 2003, due primarily to contributions of Corning stock to the domestic qualified pension
plan, the fair value of this plan’s assets at December 31, 2005 exceeded the ABO and, accordingly, Corning
eliminated this plan’s minimum pension liability.
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At December 31, 2006, Corning adopted SFAS 158, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans-an amendment of FASB Statements No. 87, 88, 106, and 132(R)" (SFAS 158). SFAS
158 requires employers to recognize the overfunded or underfunded status of a defined benefit postretirement plan
as an asset or liability in its balance sheet and to recognize changes in that funded status in accumulated other
comptehensive income in the year in which the changes occur. The impact of adopting SFAS 158 resulted ina
reduction to stockholders’ equity of $669 million after tax. Dow Corning’s adoption of this standard resulted in a
reduction to our investment in Dow Corning and a decrease to stockholders’ equity of $94 million after tax.

Refer to Note 13 (Employee Retirement Plans) to the consolidated financial statements for additional
information.

We have traditionally contributed to the U.S. qualified pension plan on an annual basis in excess of the IRS
minimum requircments, and as a result, mandatory contributions are not expected to be required for this plan
until at least 2008. For 2006, we did not make any contributions to our pension plans. For 2003, we issued
and contributed 10 million shares of Corning common stock with a value of approximately $199 million to our
domestic pension plan. We anticipate making voluntary cash contributions of approximately $100 million to our
domestic and international pension plans in 2007

ENVIRONMENT

We have been named by the Environmental Protection Agency under the Superfund Act, or by state governments
under similar state laws, as a potentially responsible party for 18 active hazardous waste sites. Under the Superfund
Act, all parties who may have contributed any waste to a hazardous waste site, identified by such Agency, are
jointly and severally liable for the cost of cleanup unless the Agency agrees otherwise. It is our policy to accrue
for the estimated liability related to Superfund sites and other environmental liabilities related to property owned
and operated by us based on expert analysis and continual monitoring by both internal and external consultants.
At December 31, 2006 and 2005, we had accrued approximately $16 million (undiscounted) and $13 million
(undiscounted), respectively, for the estimated liability for environmental cleanup and related litigation. Based
upon the information developed to date, we belicve that the accrued amount is a reascnable estimate of our liability
and that the risk of an additional loss in an amount materially higher than that accrued is remole,

CRITICAL ACCOUNTING ESTIMATES

The preparation of financial statements requires usto make estimates and assumptions that affect amounts reported
therein. The estimates, including future projections of performance and rclevant discount rates, that required us to
make difficult, subjective or complex judgments follow.

Impairment of goodwill

SFAS 142 requires us to make certain difficult, subjective, and complex judgments on a number of matters,
including assumptions and estimates used to determine the fair value of our reporting units.

Our annual goodwill recoverability assessment is completed in the fourth quarter, as itis traditionally based on our
annual strategic planning process that runs from Junc to October. This process includes reviewing expectations
for the long-term growth of our busincsses and forecasting future cash flows. We measure fair value on the basis
of discounted expected future cash flows. Our estimates are based upon our historical expericnce, our current
knowledge from our commercial relationships, and available external information about future trends.

Telecommunications

Results for the Telecommunications scgment in 2006 were moderate, as pricing in the telecommunications
industry continues to decline. We expect the worldwide telecommunications industry market to femain stable,
fiber volumes to increase modestly, and pricing pressures to continue.

122




The results of our impairment tests in 2006 indicated that the fair value of the reporting unit exceeded its book
value. A discount rate of 13% was used in both 2005 to 2006. Our conclusion would not have changed had we
used a discount rate of 12.5% or 13.5%.

Specialty Materials

The results of our impairment tests in 2006 indicated that the fair value of the reporting unit exceeded its book
value. A discount rate of 12% was used in 2006 and 13% was used in 2005, We determined a range of discount
rates between 11.5% and 13.5% would not have affected our conclusion.

Impairment of assets held for use

SFAS 144 requires us to assess the recoverability of the carrying value of long-lived assets when an event of
impairment has occurred. We must exercise judgment in assessing whether an event of impairment has occurred.
For purposes of recognition and measurement of an impairment loss, a long-lived asset or assets is grouped with
other assets and liabilities at the lowest level for which identifiable cash flows are largely independent of the cash
flows of other assets and liabilities. We must exercise Judgment in assessing the lowest level for which identifiable
cash flows are largely independent of the cash flows of other assets and liabilities. In certain circumstances, we
concluded that locations or businesses which share production along the supply chain must be combined in order
to appropriately identify cash flows that are largely independent of the cash flows of other assets and liabilities.

Once it has been determined that an impairment has occurred, an impairment assessment requires the exercise of
Judgment in assessing the future use of and projected value 1o be derived from the impaired assets to be held and
used. This may require judgment in estimating future cash flows and relevant discount rates and terminal values
in estimating the current fair value of the impaired assets to be held and used.

Restructuring charges and impairments resulting from restructuring actions

SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities,” requires us to assess whether
and when a restructuring event has occurred and in which periods charges related to such events should be
recognized. We must estimate costs of plans to restructure including, for example, employee termination costs.
Restructuring charges require us to exercise judgment about the ‘expected future of our businesses, of portions
thereof, their profitability, cash flows and in certain instances eventual outcome. The Jjudgment invelved can be
difficult, subjective and complex in a number of areas including assumptions and estimates used in estimating the
future profitability and cash flows of our businesses.

Restructuring events often give rise to decisions to dispose of or abandon certain assets or asset groups which,
as a result, require impairment in accordance with SFAS 144. SFAS 144 requires us to carry assets to be sold or
abandoned at the lower of cost or fair value. We must exercise Judgment in assessing the fair value of the assets
to be sold or abandoned.

During 2004, we recorded write-downs of property, plant and cquipment as a result of decisions to exit facilities,
primarily in the Telccommunications segment. Assets impaired were primarily equipment, construction in
progress and buildings, which were sold or abandoned. We used information available from recent auctions of
telecommunications equipment to estimate salvage value when measuring impairment. The estimated salvage
values were very low, primarily due to the depressed market for telecommunications related equipment. The
salvage valucs of property impaired were also estimated to be minimal as certain facilities will be abandoned and
not sold. It is possibie that actual results will differ from assumptions and require adjustments to reserves.

Valuation allowances for deferred income taxes

SFAS 109, “Accounting for Income Taxes” requires us to exercise Judgment about our future results in assessing
the realizability of our deferred tax assets. Inherent in this estimation process is the requirement for us to estimate
future book taxable income and possible tax planning strategies. These estimates require us to exercise Judgment
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about our future results and the prudence and feasibility of possible tax planning strategies. It is possible that
actual results will differ from assumptions and require adjustments to allowances. If we sustain an appropriate
level of profitability, primarily in the U.S. and Germany, or if we are able 1o develop tax planning strategies,
adjustments to current allowances will be required and may affect future net income. Refer 10 Note 7 (Income
Taxes) to the consolidated financial statements.

Probability of litigation outcomes

SFAS No. 5, “Accounting for Contingencies,” (SFAS 5) requirés us to make judgments about future events that
are inherently uncertain. [n making determinations of likely outcomes of litigation matters, we consider the
evaluation of legal counsel knowledgeable about each matter, case Jaw, and other case-specific issues. See Legal
Proccedings for a discussion of the material litigation matters we face. The most significant matter involving
judgment is the PCC asbestos liability. Therc are a number of factors bearing upon our potential liability,
including the inherent complexity of a Chapter 11 filing, our history of success in defending asbestos claims, our
assessment of the strength of our corporate veil defenses, our continuing dialogue with our insurance carriers
and the claimants’ represcntatives. We have reached a tentative plan of settlement on PCC as disclosed in Legal
Proccedings and Note 8 (Investments) to the Consolidated Financial Statements. The settlement is subject to a
number of contingencies, including approval by the bankruptcy court and resolution of any appeals. On December
21, 2006, the bankruptey court denied confirmation of the PCC Plan of Reorganization duc to the scope of the
channcling injunction proposed of the two sharcholders with respect to other asbestos claims not deriving directly
from PCC’s products or operations. Several parties, including Corning, have moved for reconsideration of the
ruling. We continuc to cxercise judgment in assessing the likelihood that reconsideration will lead to a revised
ruling, or that an alternative plan of reorganization will emerge to address the claim deriving from PCC. Itis
possible that actual results will differ from assumptions and require adjustments to accruals.

Other possible liabilities

SFAS 5 and other similarly focused accounting literature require us to make judgments about future events that
arc inherently uncertain. 1n making determinations of likely outcomes of certain matters, including certain tax
planning matters and environmental matters, these judgments require us to consider events and actions that are
outside our control in determining whether probable or possible liabilities require accrual or disclosure. It is
possible that actual results will differ from assumptions and require adjustments to accruals.

Pension and other postretirement employee benefits (OPEB)

Pension and OPEB costs and obligations are dependent on assumptions used in calculating such amounts. These
assumptions include discount rates, health care cost trend rates, benefits carned, interest cost, expected return
on plan assets, mortality rates, and other factors. In accordance with GAAP, actual results that differ from the
assumptions are accumulated and amortized over futurc periods and, thercfore, generally affect recognized
expense and the recorded obligation in future periods. While management believes that the assumptions used arc
appropriate, differences in actual experience or changes in assumptions may affcct Corning’s pension and other
postretirement obligations and future expense.

As of December 31, 2006, the Projected Benefit Obligation (PBO) for U.S. pension plans was $2,237 million.

The following information illustrates the sensitivity to a change in certain assumptions for U.S. pension plans:

Effect on 2007 Effect on
Pre-Tax Pension December 31, 2006
Change in Assumption Expense PBO
25 basis point decrease in discount rate +$5.4 million +$63 million
25 basis point increase in discount rate -$6.0 million -$62 million
25 basis point decrease in cxpected return on assets +$5.1 million
25 basis point increase in cxpected return on assets -$5.1 million
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The above sensitivities reflect the impact of changing one assumption at a time. Note that economic factors and
conditions often affect multiple assumptions simultaneously and the effects of changes in key assumptions are not
necessarily linear. These changes in assumptions would have no effect on Corning’s funding requirements.

In addition, at December 31, 2006, a 25 basis point decrease in the discount rate would decrease stockholders’
equity by $85 million before tax, a 25 basis point increase in the discount rate would increase stockholders’ equity
by $84 million. In addition, the impact of greater than a 25 basis point decrease in discount rate would not be
proportional to the first 25 basis point decrease in the discount rate.

The following table illustrates the sensitivity to a change in the discount rate assumption related to Corning’s U.S.
OPEB plans:

Effect on 2007 Effect on
Pre-Tax OPEB December 31, 2006
Change in Assumption Expensc ' APBO
25 basis point decrease in discount rate +$1 million +$22 million
25 basis point increase in discount rate -$1 million -$22 million

The above sensitivitics reflect the impact of changing one assumption at a time. Note that economic factors and
conditions often affect multiple assumptions simultaneously and the effects of changes in key assumptions are not
necessarily linear. ' '

Revenue Recognition

In certain instances, revenue recognition is based on estimates of fair value of deliverables as well as estimates
of product returns, allowances, discounts, and other factors. These estimates are supported by historical data.
While management believes that the estimates used are appropriate, differences in actual experience or changes
in estimates may affect Corning’s future results.

Stock Compensation

Stock based compensation expense and disclosures are dependent on assumptions used in calculating such
amounts. These assumptions include risk-free discount rates, expected term of the stock based compensation
instrument granted, volatility of stock and option prices, expected time between grant date and date of CXcreise,
attrition, performance, and other factors. These assumptions require us to exercise judgment. Our estimates of
these assumptions typically are based upon our historical experience and currently available market place data,
While management believes that the assumptions used are appropriate, differences in actual experience or changes
in assumptions may affect Corning’s future stock based compensation expense and disclosures.

NEW ACCOUNTING STANDARDS

Refer to Note | (Summary of Significant Accounting Policies) to the consolidated financials statements.
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Quantitative and Qualitative Disclosures About Market Risks

We operate and conduct business in many forcign countries and as a result are exposed to movements in foreign
currency exchange rates. Our exposure to exchange rates have the following effects:

e exchange rate movements on financial instruments and transactions denominated in foreign currencies which
impact earnings, and

¢ exchange rate movements upon conversion of net assets and net income of foreign subsidiaries for which the
functional currency is not the U.S. dollar, which impact our net equity.

Our most significant foreign currency exposure is the Japanese yen and to a much lesser extent the Korean won,
the Taiwan dollar, and the Euro. We selectively enter into foreign exchange forward and option contracts with
durations generally 15 months or less to hedge our exposure 10 exchange rate risk on foreign source income and
purchases. These hedges are scheduled to mature coincident with the timing of the underlying foreign currency
commitments and transactions. The objective of these contracts is to neutralize the impact of exchange rate
movements on our operating results. We also enter into foreign exchange forward contracts when situations
arise where our foreign subsidiaries or Corning enter into lending situations, generally on an- intercompany
basis, denominated in currencies other than their local currency. We do not hold or issue derivative financial
instruments for trading purposes. Corning uses derivative instruments (forwards) to limit the exposure to foreign
currency fluctuations associated with certain monetary assets and liabilities. These derivative instruments are
not designated as hedging instruments for accounting purposes and, as such, are referred to as undesignated
hedges. Changes in the fair value of undesignated hedges, along with foreign currency gains and losses arising
from the underlying monetary assets or liabilities, are recorded in current period earnings in the other income, net
component in the consolidated statement of operations.

Equity in earnings of affiliated companics has historically contributed a significant amount to our income from
continuing operations. Equity in carnings of affiliated companies, net of impairments was $960 million in 2006
and $611 million in 2005 with foreign-based affiliates comprising over 65% of this amount in 2006. Equity
carnings from Samsung Corning and Samsung Corning Precision totaled $555 million for 2006 and $296 million
for 2005. Exchange rate fluctuations and actions taken by management of these entities can affect the earnings
of these companies. :

We use a sensitivity analysis to assess the market risk associated-with our foreign currency exchange risk. Market
risk is defined as the potential change in fair value of assets and liabilities resulting from an adverse movement in
foreign currency exchange rates. At December 31, 2006, we had open forward contracts, open option contracts,
and foreign denominated debt with values exposed to exchange rate movements, all of which were designated as
hedges at December 31, 2006. A 10% adverse movement in quoted foreign currency exchange rates could result
in a loss in fait value of these instruments of $113 million. Specific to the Japanese yen, 10% adverse movement
in quoted yen exchange rates could result in a loss in fair value of these instruments of $39 million. '

As we derive approximately 70% of our net sales from outside the U.S., our sales and net income could be affected if
the U.S. dollar significantly strengthens or weakens against foreign currencies, most notably the Japanese yen and
Euro. Our outlooks included in Management's Discussion and Analysis assume exchange rates during 2007 remain
constant at January 2007 levels. A plus or minus 10 point movement in the U.S. dollar - Japanese yen exchange
rate would result in a change to 2006 net sales of approximately $200 million and net income of approximately
$140 million. A plus or minus 10 point movement in the U.S. dollar - Euro exchange rate would result in a change
to 2006 net sales of approximately $60 million but would have a negligible effect on net income.

Interest Rate Risk Management

It is our policy to conservatively manage our exposure to changes in interest rates. Our policy prescribes that
total variable rate debt will not exceed 35% of the total debt portfolio at anytime. At December 31, 2006, our
consolidated debt portfolio contained less than 1% of variable rate instruments.
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Management’s Annual Report on Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate disclosure controls and procedures and
adequate internal control over financial reporting for Corning. Management is also responsible for the assessment
of the effectiveness of disclosure controls and procedures and the effectiveness of internal control over fmancml
reporting.

Disclosure controls and procedures means controls and other procedures of an issuer that are designed to ensure
that information required to be disclosed by the issuer in the reports that it files or submits under the Act is recorded,
processed, summarized, and reported, within the time periods specified in the SEC’s rules and forms. Corning’s
disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that
information required to be disclosed by Corning in the reports that it files or submits under the Exchange Act is
accumulated and communicated to Corning’s management, including Corning’s principal executive and principal
financial officers, or other persons performing similar functions, as appropriate to allow timely decisions regarding
required disclosure.

Corning’s internal control .over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with accounting principles generally accepted in the United States of America, Corning’s internal
control over financial reporting includes those policies and procedures that (i) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of Corning’s assets;
(i) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with accounting principles generally accepted in the United States of America, and
that Corning’s receipts and expenditures are being made only in accordance with authorizations of Corning’s
management and directors; and (iii) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of Corning’s assets that could have a material effect on the financial
statements. Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies and procedures may deteriorate.

Management conducted an evaluation of the effectiveness of the system of internal control over financial reporting
based on the framework in Internal Control - Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Based on this evaluation, management concluded that Corning’s
internal control over financial reporting was effective as of December 31, 2006. Management’s assessment of the
effectiveness of Corning’s internal control over financial reporting has been audited by PricewaterhouseCoopers
LLP, an independent registered public accounting firm, as stated in their report which is included herein.

> gie %M/sww;

Wendell P. Weeks James B. Flaws
President and Chief Executive Officer Vice Chairman and Chief Financial Officer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

PricewaterhouseCoopers LLP

To the Board of Directors and Shareholders of Corning Incorporated:

We have completed integrated audits of Corning Incorporated’s 2006, 2005 and 2004 consolidated financial
statements and of its internal control over financial reporting as of December 31, 2006 in accordance with the
standards of the Public Company Accounting Oversight Board {United States). Our opinions, based on our audits,
are presented below.

Consolidated financial statements and financial statement schedule

In our opinion, the consolidated financial statements listed in the index appearing under Item 15(a)(1) present
fairly. in all material respects, the financial position of Corning Incorporated and its subsidiarics at December 31,
2006 and 2005, and the results of their operations and their cash flows for cach of the three years in the period
ended December 31, 2006 in conformity with accounting.principles generally accepted in the United States of
America. In addition, in our opinion, the financial statement schedule listed in the index appearing under item
15(a)(2) presents fairly, in all material respects, the information set forth thercin when read in conjunction with
the related consolidated financial statements. These financial statements and financial statement schedule are
the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial
statements and financial statement schedule based on our audits. We conducted our audits of these statements
in accordance with the standards of the Public Company Accounting Oversight Board {United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are frec of material misstatement. An audit of financial statements includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement presentation.
We believe that our audits provide a rcasonable basis for our opinion.

As discussed in Notes 1, 13, and 18 to the consolidated financial statements the Company changed the manner in
which it accounts for share-based compensation and employec benefit plans in 2006.

Internal control over financial rgporting

Also, in our opinion, management’s asscssment, included in “Management’s Annual Report on Internal Control
Over Financial Reporting” appearing under Item 9A, that the Company maintained effective internal control over
financial reporting as of December 31,2006 based on criteria established in fnternal Control - Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSQ), is fairly stated, in all
material respects, based on those criteria. Furthermore, in our opinion, the Company maintained, in all material
respects, effective internal control over financial reporting as of December 31, 2006, based on criteria established
in Internal Control - Integrated Framework issued by the COSO. The Company’s management is responsible for
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal
control over financial reporting. Our responsibility is to cxpress opinions on management’s assessment and on
the effectiveness of the Company’s internal control over financial reporting based on our audit. We conducted
our audit of internal control over financial reporting in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether effective internai control over financial reporting was maintained in
all material respects. An audit of internal control over f inancial reporting includes obtaining an understanding of
internal control over financial reporting, evaluating management’s assessment, testing and evaluating the design
and operating effectiveness of internal control, and performing such other procedures as we consider necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinions.




A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (i) pertain to the maintenance of records that, in reasonabie detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generaily accepted accounting prineiples, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and dircctors of the company; and (iii) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material cffect on the financial statenents.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degrec of compliance with the policies or procedures may
deteriorate.

Pricuvaderhonae Coopers LLP

New York, New York
February 26, 2007
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Consolidated Statements of Operations

Coming Incorporated and Subsidiary Companies

For the years ended December 31,

(In millions, except per share amounts) 2006 2005 2004
Net sales $ 5174 $ 4,579 $ 3,854
Cost of sales 2,891 2,595 2,439
Gross margin 2,283 1,984 1,415
Operating cxpenscs:

Selling, general and administrative cxpenses 857 756 653

Research, development and engineering expenses 517 443 355

Amortization of purchased intangibles 1 13 38

Restructuring, impairment and other charges and (credits) (Note 3) 54 (38) 1,789

Asbestos settlement (Note 8) 2) 218 65
Operating income (loss) 846 592 (1,485)
Interest income 118 61 25
Interest expense (76) (108) (133)
Loss on repurchases and retirement of debt, net (Note 12) (n (16) (36)
Other incoime, net 84 30 25
Income (loss) from continuing operations before income taxes 961 559 (1,604)
Provision for income taxes (Note 7) (55) (578) (1.084)
[ncome (loss) before minority interests and equity earnings 906 {19) (2,688)
Minority interests {11) (7 (17
Equity in carnings of affiliated companics, net of impairments (Note 8) 960 611 454
Income (loss) from continuing operations 1,855 585 (2,251)
income from discontinued operation (Note 2) 20
Net income (loss) $ 1,855 § 585 $(2.231)
Basic carnings (loss) per common share (Note 17):

Continuing operations $ L20 $ 040 $ (1.62)

Discontinued operation 0.01
Basic earnings (loss) per common share $ 1.20 $ 040 $ (l.61)
Diluted earnings (loss) per common share (Note 17):

Continuing opcrations $ 116 $ 038 $ (1.62)

Discontinued operation 0.01
Diluted earnings (loss) per common share $ 1.16 $ 038 $ (1.61)

The accompanying notes arc an integral part of these consolidated financial statements.




Consolidated Balance Sheets Corning Incorporated and Subsidiary Companies
December 31,
{In millions, except share and per share amounts) 2006 2005
Assets
Current assets:
Cash and cash equivalents $ 1,157 § 1,342
Short-term investments, at fair value 2,010 1,092
Total cash, cash equivalents and short-term investments 3,167 2,434
Trade accounts receivable, net of doubtful accounts and ailowances - $21 and $24 746 629
Inventories (Note 6) 639 570
Deferred income taxes (Note 7) 47 44 B
Other current assets 199 183 o
Total current assets 4,798 3,860 o
"
Investments (Note 8) 2.522 1,729 -3
Property, net of accumulated depreciation - $4,087 and $3,632 (Note 9) 5,193 4,675 g
Goodwill and other intangible assets, net (Note 10) 316 338 a}
Deferred income taxes (Note 7) 114 10 Q
Other assets 122 595 "
Total Assets $13,065 $11,207
Liabilities and Shareholders’ Equity
Current liabilities: p
Current portion of long-term debt (Note 12) $ 20 $ 18
Accounts payable 631 690
Other accrued Habilities (Note 11) 1,668 1,662
Total current liabilities 2,319 2,370
Long-term debt (Note 12) 1,696 1,789
Postretirement benefits other than pensions (Note 13) 739 593
Other liabilities (Note L1) 1,020 925
Total liabilitics 5,774 5,677
Commitments and contingencies (Note 14)
Minority interests 45 43
Shareholders’ equity (Note 16):
Common stock — Par value $0.50 per share; Shares authorized: 3.8 billion
Shares issued: 1,582 million and 1,552 million 791 776
Additional paid-in capital 12,008 11,548
Accumulated deficit (4,992) (6,847)
Treasury stock, at cost; Shares held: 17 million and 16 million (201) (168)
Accumulated other comprehensive (loss) income (360) 178
Total shareholders’ equity 7,246 5,487
Total Liabilities and Shareholders’ Equity $13,065 $11,207

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Cash Flows

Coming Incorporated and Subsidiary Companics

For the years ended December 31,

(In miltions) 2006 2005 2004
Cash Flows from Operating Activities:
Net income (loss) 1,855 § 58S § (2.231)
Adjustments to reconeile net income {loss)
10 net cash provided by operating activities:
Depreciation 580 499 485
Amortization of purchased intangibles 1 13 38
Asbestos sctilement 2) 218 65
Giain on sale of discontinued operation : 20
Restructuring, impairment and other charges and (credits) 54 (38) 1,789
Loss on repurchases and retirement of debt 11 16 36
Stock compensation charges 127 29 .8
Undistributed earnings of aftiliated companies (597) (310 (314)
Deferred tax (benefit) provision (1o 425 1,000
Interest expense on convertible debentures (23) 4
Restructuring payments (15) (25) (85)
Decrease in restricted cash 22 34
Customer deposits. net of credits issued 45 428 204
Employee benefit payments less than (in excess of) cxpensc 27 34 a9
Changes in certain working capital items:
Trade accounts receivable (105) (Y 40
Inventorics (65) (62) (68)
Other current assets (10) 6 (N
Accounts payable and other current liabilities, net of restructuring
payments (56) I3 143
Other, net 4 86 (13)
Net cash provided by operating activities 1,803 1.939 1,009
Cash Flows from Investing Activities:
Capital expenditures (1,182) (1.553) {857)
Acquisitions of businesses, net of cash acquired (16)
Net proceeds from sale of busincsses 100
Net proceeds from sale or disposal of assets 12 18 49
Net increase in long-term investments and other long-term assets 77N
Short-tenm investments - acquisilions (2,894) (1,668) (1,685)
Short-term investments - liquidations 1,976 1,452 1,389
Other, net 39 12
Net cash used in investing activities (2,181) (1.712) (992)
Cash Flows from .Financing Activities:
Net repayments of short-term borrowings and current portion of long-term debt (14) (451} (115)
Procecds from issuance of fong-term debt, net 246 147 442
Retirements of long-term debt (368) (102} (154)
Proceeds from issuance of commaon stock, net 26 365 42
Proceeds from the exercise of stock options 303 202 49
Other, net (13) (4 1
Net cash provided by financing activities 180 147 265
Effect of exchange rate on cash 13 (41} 39
Net (decrease) increase in cash and cash equivalents (185) 333 321
Cash and cash equivalents at beginning of year 1,342 1.069 (8%
Cash and cash equivalents at end of year 1,157 § 1,342 S 1,009

The accompanying notes are an integral part of these consolidated financial statements.
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Consolidated Statements of Changes in Shareholders’ Equity

Corning Incorporated and Subsidiary Companies

(In millions})

Accumulated

Series C Additionat other Total
Preferred Common  paid-in Unearned  Accumulated Treasury comprehensive sharcholders’
stock stock capital compensation deficit stock  income (loss) equity

Balance, December 31, 2003 3 8 § 701 % 10317 3 (9 $ (5201 % (574) $ 102 5 540
Net loss (2,231) (2,231}
Foreign currency translation adjustment 178 178
Minimum pension liability adjustment (126) (126}
Net unrealized gain on investments 8 8
Unrealized derivative loss on

cash flow hedges (19) 19
Reclassification adjustments on

cash flow hedges 13 13
Total comprehensive loss (2.177)
Series C preferred stock conversions (21) 5 16
Shares issued to benefit plans 7 5 36 4]
Shares issued in debt retirements N (in 379 368
Other, net . 6 82 27 3) 58
Balance, December 31. 2004 3 64 5 712 § 10,409 $ (46) 5 (7.432) § (162) $ 156 $ 3,701
Net income 585 585
Foreign currency translation adjustment : (171) (171}
Reversal of foreign currency

translation adjustment (84) (84)
Minimum pension Hability adjustment 246 246
Net loss on investments {13) (13)
Unrealized derivative gain on

cash flow hedges 23 23
Reclassification adjustments on :

cash flow hedges 21 2]
Total comprehensive income 607
Series C preferred stock conversions (64} 16 48
Shares issued in equity offerings ) 10 313 323
Shares issued to benefit plans and

for option exercises . 20 493 37 1 477
Shares issued in debt retirements 18 370 388
Other, net 2) (€2 (9}
Balance, December 31, 2005 3 0 3 776 % 11,631 $ (83) $ (6,847 § (168) $ 178 $ 5487
Net income 1,855 1,855
Foreign currency translation adjustment 203 203
Minimum pension liability adjustment 37 37
Net loss on investments 2 2
Unrealized derivative gain on

cash flow hedges 12 12
Reclassification adjustments on

cash flow hedges (25) (25)
Total comprehensive income 2,084
Adjustment to adopt SFAS 158 (763) (763)
Shares issued to benefit plans and

for option exercises 15 376 (1 380
Other, net 1 83 (22) (4) 58
Balance, December 31, 2006 b 0 § 791 S 12,008 $ 0 S (4992} §$ (201) $ (360) $ 7,246

The accompanying notes are an integral part of these consolidated financial statements.
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Notes to Consolidated Financial Statements Corning Incorporated and Subsidiary Companies

i. Summary of Significant Accounting Policies
Organization

Corning Incorporated is a provider of high-performance glass for computer monitors, LCD televisions, and
other information display applications; optical fiber and cable and hardware and equipment products for the
telecommunications industry; ceramic substrates for gasoline and diesel engines in automotive and heavy
duty vehicle markets; laboratory products for the scientific community and specialized polymer products for
biotechnology applications; advanced optical materials for the semiconductor industry and the scientific

community; and other technologies. In these notes, the terms “Corning,” “Company, we,” “us,” or “our” mean
Corning Incorporated and subsidiary companies. ‘

Basis of Presentation and Principles of Consolidation

Our consolidated financial statements were prepared in conformity with accounting principles generally accepted
in the United States of America (GAAP) and include the assets, liabilities, revenues and expenses of all majority-
owned subsidiaries over which Corning exercises control and, when applicable, entities for which Corning has a
controlling financial interest.

For variablé interest entities, we assess the terms of our interest in the entity to determine if we are the primary
beneficiary as prescribed by FIN 46R, Consolidation of Variable Interest Entities, an Interpretation of Accounting
Research Bulletin No. 51, Revised (FIN 46R). The primary beneficiary of a variable interest entity is the party that
absorbs a majority of the entity’s expected losses, receives a majority of its expected residual returns, or both, as a
result of holding variable interests. Variable interests are the ownership, contractual, or other pecuniary interests
in an entity that change with changes in the fair value of the entity’s net assets excluding variable interests. We
consolidate one variabie interest entity in which we are the primary beneficiary. :

The equity method of accounting is used for investments in affiliated companies which are not controlled by
Corning and in which our interest is generally between 20% and 50% and we have significant influence over
the entity. Our share of earnings or losses of affiliated companies, in which at teast 20% of the voting securities
is owned and we have significant influence but not control over the entity, is included in consolidated operating
results.

We use the cost method to account for our investments in companies that we do not control and for which we do
not have the ability to exercise significant influence over operating and financial policies. In accordance with the
cost method, these investments are recorded at cost or fair value, as appropriate.

All material intercompany accounts, transactions and profits are eliminated in consolidation.

Certain prior year amounts have beenreclassifiedto conform tothe current-year presentation. Thesereclassifications
had no impact on our results of operations or changes in shareholders’ equity.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect amounts reported in the consolidated financial statements and related notes. Significant
estimates and assumptions in these consolidated financial statements include restructuring and other charges
and credits, allowances for doubtful accounts receivable, estimates of fair value associated with goodwill and
long-lived asset impairment tests, estimates of the fair value of assets held for disposal, estimates of fair value
of investments, environmental and legal liabilities, warranty liabilities, income taxes and deferred tax valuation
allowances, the determination of discount and other rate assumptions for pension and other postretirement cmployee
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1.  Summary of Significant Accounting Policies (continued)

benefit expenses and the determination of the fair value of stock based compensation involving assumptions about
termination rates, stock volatility, discount rates, and expected time to exercise. Due to the inherent uncertainty
involved in making estimates, actual results reported in future periods may be different from these estimates.

Revenue Recognition

Revenue for sales of goods is recognized when a firm sales agreement is in place, delivery has occurred and sales
price is fixed and determinable and collectibility is reasonably assured. If customer acceptance of products is not
reasonably assured, sales are recorded only upon formal customer acceptance. Sales of goods typically do not
include multiple product and/or service elements.

At the time revenue is recognized, allowances are recorded, with the related reduction to revenue, for estimated
product returns, allowances and price discounts based upon historical experience and related terms of customer
arrangements. Where we have offered product warranties, we also establish liabilities for estimated warranty
costs based upon historical experience and specific warranty provisions. Warranty liabilities are adjusted when
experience indicates the expected outcome will differ from initial estimates of the liability.

Royalty income from the licensing of technology is reported as other non-operating income and is recognized as
it is earned.

Research and Development Costs

Research and development costs are charged to expense as incurred. Research and development costs totaled $409
million in 2006, $348 million in 2005, and $289 million in 2004,

Foreign Currency Translation and Transactions

The determination of the functional currency for Corning’s foreign subsidiaries is made based on the appropriate
economic factors. For most foreign operations, the local currencies are generally considered to be the functional
currencies. Prior to 2005, non-U.S. operations which did not use the local currency as the functional currency
used the U.S. dollar. Effective January 1, 2005, our Taiwan subsidiary changed its functional currency from the
new Taiwan dollar (its local currency) to the Japanese yen due to the increased significance of Japanese yen based
transactions of that subsidiary. As a result of this change in functional currency, exchange rate gains and losses
are recognized on transactions in currencies other than the Japanese yen and included in income for the period in
which the exchange rates changed. The same is true for all transactions denominated in a currency other than a
subsidiary’s functional currency.

Foreign subsidiary functional currency, balance sheet accounts are translated at current exchange rates, and
statement of operations accounts are translated at average exchange rates for the year. Translation gains and
losses are recorded as a separate component of accumulated other comprehensive income (loss) in shareholders’
equity. The effects of remeasuring non-functional currency assets and liabilities into the functional currency are
included in current earnings.

Stock-Based Compensation

Corning implemented the provisions of SFAS 123(R) on January 1, 2006, following the “prospective adoption™
transition method and accordingly began expensing share-based payments in the first quarter of 2006. Following
the prospective adoption transition method prior periods were not restated.

Corning grants restricted shares and stock options that are subject to specific vesting conditions (for example,
three-year graded vesting). For stock options granted prior to January 1, 2006, Corning specified that the employee
will continue to vest in the award after retirement without providing any additional services. Corning accounted
for this type of arrangement by recognizing compensation cost on a pro forma disclosure basis over the requisite
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1. Summary of Significant Accounting Policies (continued)

vesting period (the “stated vesting period approach”). For time-based and performance-based restricted shares
granted prior to January 1, 2006, Corning specified that the employee will vest in the award afier retirement
without providing any additional services. Corning accounted for this type of arrangement by recognizing
compensation cost over the nominal vesting period and, if the employee retires before the end of the vesting period,
recognizing any remaining unrecognized compensation cost at the date of retirement (the “nominal vesting period
approach™).

SFAS 123(R) specifics that an award is vested when the employee’s retention of the award is no longer contingent
on providing subscquent service (the “non-substantive vesting period approach™). That would be the case for
Corning awards that vest when employees retire and are granted to retirement eligible employees. Effective
January 1, 2006, related compensation cost must be recognized immediately for awards granted to retirement
cligible employees or over the period from the grant date to the date retirement eligibility is achieved, if that is
expected to occur during the nominal vesting period.

We continue to follow the stated and nominal vesting period approaches for any share-based awards granted prior
to adopting SFAS 123(R) and will continue to do so for the remaining portion of such unvested outstanding awards
after adopting SFAS 123(R). Effective with the adoption of SFAS 123(R), on January 1, 2006, we now apply the
non-substantive vesting period approach to new grants that have rctirement eligibility provisions.

Refer to Note 18 (Share-based Compensation) to the Consolidated Financial Statements for additional
information.

Cash and Cash Equivalents

Cash equivalents consist of highly liquid investments that are readily convertible into cash. We consider securities
with contractual maturities of thrce months or less, when purchased, to be cash equivalents. The carrying amount
of these securities approximates fair value because of the short-term maturity of these instruments.

Supplemental disclosure of cash flow information follows (in millions):

Years ended December 31,

2006 2005 2004
Non-cash transactions: }
Retirement of short-term borrowings - $ 26
Retirement of debt in exchange for stock $388 £368
Pension contribution in common shares £199
Issucd credit memoranda for settlement of customer reccivables $126 $ 29
Cash paid for interest and income taxes: ‘
Interest (1) $106 - $126 $129
Income taxes, net of refunds received - $225 $140 $ 64

(1) Included in this amount is approximately $37 million, $27 million, and $22 million of interest costs that were capitalized
as part of property, net in 2006, 2005, and 2004, respectively.

Short-Term Investments

Our short-term investments consist of debt securities classified as available-for-sale, which are stated at estimated
fair value. These debt securities include U.S. treasury notes, state and municipal bonds, assel-backed securities,
auction rate sccurities, corporate bonds, commercial paper and certificates of deposit. Thesc investments are on
deposit with a major financial institution. Unrealized gains and losses, net of tax, are computed on the first-in
first-out basis and arc reported as a separate component of accumulated other comprehensive income (loss) in
sharcholders’ equity until realized. Realized gains and losscs are recorded in other income (cxpensc), net.

:
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1.  Summary of Significant Accounting Policies (continued)
Allowance for Doubtful Accounts

The Company’s allowance for doubtful accounts is determined based on a variety of factors that affect the potential
collectibility of the related receivables, including length of time receivables are past due, customer credit ratings,
financial stability of customers, specific one-time events and past customer history. In addition, in circumstances
where the Company is made aware of a specific customer’s inability to meet its financial obligations, a specific
allowance is established. The majority of accounts are individually evaluated on a regular basis and appropriate
reserves are established as deemed appropriate based on the above criteria. The remainder of the reserve is based
on management’s estimates and takes into consideration historical trends, market conditions and the composition
of the Company’s customer base. -

Environmental Liabilities

The Company accrues for its environmental investigation, remediation, operating, and maintenance costs when
it is probable that a liability has been incurred and the amount can be reasonably estimated. For environmental
matters, the most likely cost to be incurred is accrued based on an evaluation of currently available facts with respect
to each individual site, current laws and regulations and prior remediation experience. For sites with multiple
potential responsible parties (PRP’s), the Company considers its likely proportionate share of the anticipated
remediation costs and the ability of the other parties to fulfill their obligations in establishing a provision for those
costs. Where no amount within a range of estimates is more likely to occur than another, the minimum is accrued.
When future liabilitics are determined to be reimbursable by insurance coverage, an accrual is recorded for the
potential liability and a receivable is recorded related to the insurance reimbursement when reimbursement is
virtually certain. The uncertain nature inherent in such remediation and the possibility that initial estimates may
not reflect the final outcome could result in additional costs.

Inventories
Inventories are stated at the lower of cost (first-in, first-out basis) or market.
Property, Net of Accumulated Depreciation

Land, buildings, and equipment arc recorded at cost. Depreciation is based on estimated useful lives of properties
using the straight-line method. Except as described in Note 3 (Restructuring, Impairment and Other Charges and
(Credits)) related to accelerated depreciation arising from restructuring programs, the estimated useful lives range
from 20 1o 40 years for buildings and 3 to 20 years for equipment.

Included in the subcategory of equipment are the following types of assets:

Asset type Range of useful life
Computer hardware and software 3 years
Manufacturing equipment ' 310 15 years
Furniture and fixtures ‘ ~ 5to 7 years
Transportation equipment ' 20 years

Included in manufacturing equipment are certain components of production equipment that are coated with or
constructed of precious metals. These metals have an indefinite useful life because they will be returned to their
elemental state and reused or sold.

Goodwill and Other Intangible Assets

Goodwill is the excess of cost of an acquired entity over the amounts assigned to assets acquired and liabilities
assumed in a business combination. Goodwill is tested for impairment annually in the fourth quarter, and will
be tested for impairment between annual tests if an event occurs or circumstances change that more likely than
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1. Summary of Significant Accounting Policies (continued)

not would indicate the carrying amount may be impaired. Impairment testing for goodwill is done at a reporting
unit level. Reporting units are either one level below the operating segment level or an aggregation of two or more
reporting units within the same operating segment if such reporting units share similar economic characteristics.
Goodwill relates and is assigned directly to a specific reporting unit. An impairment loss generally would be
recognized when the carrying amount of the reporting unit’s net assets exceeds the estimated fair value of the
reporting unit. The estimated fair value of a reporting unit is determined using a discounted cash flow analysis.
Refer to Note 3 (Restructuring, impairment and Other Charges and (Credits)) and Note 10 (Goodwill and Other
Intangible Assets) for additional information. :

Other intangible assets include patents, trademarks, and other intangible assets acquired from an independent
party. Such intangible asscts have a definite life and are amortized on a straight-line basis over estimated useful
lives ranging from 5 to 20 years.

Impairment of Long-Lived Assets

We review the recoverability of our long-lived assets, such as plant and equipment and intangible assets, when
events or changes in circumstances occur that indicate that the carrying value of the asset or asset group may not
be recoverable. The assessment of possible impairment is based on our ability to recover the carrying value of the
asset or asset group from the expected future pre-tax cash flows (undiscounted and without interest charges) of the
related operations. We assess the recoverability of the carrying value of long-lived assets at the lowest level for
which identifiable cash flows are largely independent of the cash flows of other assets and ljabilities. If these cash
flows are less than the carrying value of such asset or asset group, an impairment loss is measured based on the
difference between estimated fair value and carrying value. Assets lo be disposed are written-down to the greater
of their fair value or salvage value. Fair values are based on assumptions concerning the amount and timing of
estimated future cash flows and assumed discount rates, reflecting varying degrees of perceived risk.

Treasury Stock

Shares of common stock repurchased by us are recorded at cost as treasury stock and result in a reduction of
sharcholders’ equity in the consolidated balance sheets. From time to time, treasury shares may be reissued as
contributions to our employee benefit plans and for the retirement or conversion of certain debt instruments.
When shares are reissued, we use an average cost method for determining cost. The difference between the cost
of the shares and the reissuance price is added to or deducted from additional paid-in capital.

Income Taxes

The Company accounts for income taxes in accordance with SFAS 109, which establishes financial accounting and
reporting standards for the effect of income taxes. The objective of accounting for income taxes is to recognize
the amount of taxes payable ot refundable for the current year and the deferred tax liabilities and assets for the
future tax consequences of events that have been recognized in the entity’s financial statements. The Company is
subject to income taxes in the United States and in numerous foreign jurisdictions. No provision is made for U.S,
income taxes on the undistributed earnings of its wholly owned foreign subsidiaries because substantially all such
earnings are indefinitely reinvested in those companies. Provision for the tax consequences of distributions, if any,
from consolidated foreign subsidiaries is recorded in the year the distribution is declared. Significant judgment is
required in determining the Company’s worldwide income tax position as well as its effective tax rate.

The Company has provided for potential liabilities due in various jurisdictions. In the ordinary course of global
business, there are many transactions and calculations where the ultimate tax outcome is uncertain. Some of
these uncertainties arise as a consequence of cost reimbursement arrangements among related entities. SFAS 109
requires us to exercise judgment about our future results in assessing the realizability of our deferred tax assets.
Inherent in this estimation process, especially since we are in a net gross deferred tax asset position, in part due to
prior year net operating losses, is the requirement for us to estimate future book taxable income and possible tax
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1. Summary of Significant Accounting Policies (continued)

planning strategies. Although the-Company believes its estimates are reasonable, no assurance can be given that
the final tax outcome of these matters will not be different than that which is'reflected in the historical income tax
provisions and accruals. Such differences could have a material impact on the Company’s income tax provision
and operating results in the period in which such determination is made.

Fair Value of Financial Instruments

Management believes that the carrying values of financial instruments, including cash and cash equivalents,
short-term investments, accounts receivable, accounts payable, and accrued liabilities approximate fair value as a
result of the shori-term maturities of these instruments.

Derivative Instruments

We participate in a variety of foreign exchange forward contracts and foreign exchange option contracts entered
into in connection with the management of our exposure to fluctuations in foreign exchange and interest rates.
These financial exposures are managed in accordance with corporate policies and procedures.

All derivatives are recorded at fair value on the balance sheet. Changes in the fair value of derivatives designated
as cash flow hedges and hedges of net investments in foreign operations are recorded in accumulated other
comprehenstve income (loss). Amounts, related to cash fiow hedges are reclassified from accumulated other
comprehensive income (loss) when the underlying hedged item impacts earnings. This reclassification is recorded
in the same line item of the consolidated statement of operations as where the effects of the hedged item are
recorded, typically sales or cost of sales. Changes in the fair value of derivatives designated as fair value hedges
arc recorded currently in earnings offset to the extent the derivative was effective, by the change in the fair
value of the hedged item. Corning currently does not have any fair value hedges. Changes in the fair value of
derivatives not designated as hedging instruments are recorded curtently in earnings in the other income line of
the consolidated statement of operations. :

We have issued foreign currency denominated debt that has been designated as a hedge of the net investment in a
foreign operation. The effective portion of the changes in fair value of the debt is reflected as a component of other
comprehensive income (loss) as part of the foreign currency translation adjustment.

Variable Interest Entities

For variable mtcrest entities, we assess the terms of our interest in each entity to determine if we are the primary
beneficiary as prescribed by FIN 46R. The primary beneficiary of a variable interest entity is the party that
absorbs a majority of the entity’s expected losses, receives a majority of its expected residual returns, or both, as a
result of holding variable interests, which arc the ownership, contractual, or other peciniary interests in an entity
that change with changes in the fair value of the entity’s net assets excluding variable interests.

Corning leases certain transportanon equipment from a Trust that qualifies as a variable interest entity under
FIN 46R. The sole purpose of this entity is leasing transportation equipment to Corning. Since Corning is the
primary beneficiary of this entity, the financial statements of the entity are included in Corning’s consolidated
financial statements. The entity’s assets are primarily comprised of fixed assets which are collateral for the
entity’s borrowings. These assets, amounting to approximately $28.7 million and $29.5 million as of December
31, 2006 and 2005, respectively, are classified as long-term assets in the consolidated balance sheet.

Corning leases certain transportation equipment from two additional Trusts that qualify as variable interest
entities under FIN 46R. Corning is not the primary beneficiary of these entities. The sole purpose of the entities
is leasing transportation equipment to Corning. Corning has been involved with these entities as lessee since the
inception of the Trusts. Lease revenue generated by these Trusts was $1.6 million, $1.5 million, and $1.6 million
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1.  Summary of Significant Accounting Policies (continued)

for the years ended December 31, 2006, 2005 and 2004, respectively. Corning’s maximum exposure (0 loss as a
result of its involvement with the Trusts is estimated at approximately $15.5 million and $16.6 million at December
31, 2006 and 2003, respectively.

New Accounting Standards

In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections” (SFAS 154), which
replaces APB Opinion No. 20, “Accounting Changes,” (APB 20) and SFAS No. 3, “Reporting Accounting Changes
in Interim Financial Statements.” SFAS 154 changes the requirements for the accounting for and reporting of a
change in accounting principle. Upon the adoption of SFAS 154 beginning January 1, 2006, Corning has applied
the standard’s guidance to changes in accounting methods as required. The adoption of SFAS 154 was not material
to Corning’s consolidated results of operations and financial condition.

In February 2006, the FASB issucd SFAS No. 155, “Accounting for Certain Hybrid Financial Instruments —an
amendment of FASB Statements No. 133 and 140” (SFAS 155). SFAS 155 is effective for ail financial instruments
acquired or issued after January i, 2007, and amends SFAS No. 133, “Accounting for Derivative Instruments
and Hedging Activities,” and SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets and
Extinguishments of Liabilities. This Statement resolves issues addressed in Statement 133 Implementation Issue
No. DI, “Application of Statement 133 to Beneficial Interests in Sccuritized Financial Assets.” Corning does not
expect the adoption of SFAS 155 to have a material impact on its consolidated results of operations and financial
condition. :

In March 2006, the FASB issucd SFAS No. 156, “Accounting for Servicing of Financial Asscls—an amendment
of FASB Statement No. 1407 (SFAS 156). This Statement amends SFAS No. 140, “Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities,” with respect to the accounting for separately
recognized servicing assets and servicing liabilities. Corning adopted SFAS No. 156 on January 1. 2006. The
impact of adopting SFAS 156 was not material to Corning’s consolidated results of operations and financial
condition.

In April 2006, thc FASB issued FASB Staff Position (FSP) FIN 46R-6, “Determining the Variability to Be
Considered in Applying FASB Interpretation No. 46(R)" (FIN 46R-6). This FSP addresscs how a reporting
enterprise should determine the variability to be considered in applying FIN 46R and is effective on the first day
of the first reporting period beginning after June 15, 2006. Corning adopted FIN 46R-6 on the effective date of
July 1, 2006, Our approach to applying FIN 46-R was consistent with guidance in FSP FIN 46R-6. As a result,
the adoption of FSP FIN 46R-6 was not material to Corning’s consolidated results of operations and financial
condition.

1n June 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes—an interpretation
of FASB Statement No. 109" (FIN 48). This intcrpretation clarifies the accounting for uncertainty in income taxes
recognized in an cnterprise’s financial statements in accordance with SFAS109. This Interpretation prescribes a
recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax
position taken or expected to be taken in a tax return. This Interpretation also provides guidance on derecognition,
classification, interest and penalties, accounting in interim periods, disclosure, and transition. FIN 48 is effective
for fiscal years beginning after December 135, 2006. Corning is required to adopt the provisions of FIN 48 as of
January 1, 2007; the cumulative effect of adoption will be recorded as an adjustment to the opening balance of
retained earnings for 2007. We currently estimate that the adjustment to the opening balance of retained earnings
for 2007 will be less than $10 million. We estimate compliance with FIN 48 will not have a material impact on

our consolidated results of operations or cash flows.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (SFAS 157). SFAS 157 defines fair
value, establishes a framework for measuring fair value in applying generally accepted accounting principles, and
expands disclosures about fair value measurements. This Statement applies under other accounting pronouncements
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. Summary of Significant Accounting Policies (continued)

that require or permit fair value measurements. This Statement is effective for financial statements issued for
fiscal years beginning after November 15, 2007, Corning is currently cvaluating the impact of SFAS 157 on its
consolidated results of operations and financial condition.

In September 2006, the FASB issucd SFAS No. 138, “Employers’ Accounting for Defined Benefit Pension and
Other Postretirement Plans - An amendment of FASB Statements No. 87, 88, 106, and 132(R)" (SFAS 158). SFAS
158 requires employers to recognize the overfunded or underfunded status of a defined benefit postretirement plan
as an asset or liability in its statement of financial position, to recognize changes in that funded status in the year
in which the changes occur through accumulated other comprchensive income of a business entity, and to measure
the funded status of a plan as of the date of its year-end statcment of financial position. Corning adopted SFAS
158 as required on December 31, 2006, with the exception of the change in measurement date which is effective
for fiscal years beginning after December 15, 2008. The impact of adopting SFAS 158 resulied in a reduction to
stockholders™ equity of $669 million after tax. Dow Corning’s adoption of this standard resulted in a reduction
to our investment in Dow Corning and a decrease 1o stockholders’ equity of $94 million after tax. See Note 13
(Employee Retirement Plans) o the consolidated financial statements for further information on the adoption of
SFAS 138,

In September 2006, the FASB issucd FSP AUG AIR-1. “Accounting for Planned Major Maintenance Activities™
(AUG AIR-1). The FSP prohibits companics from aceruing the cost of planned major maintenance in advance
of the activities actually occurring. This FSP is effective for fiscal years beginning after December 15, 2006.
The adoption of FSP AUG AIR-1 is not expected to have a material impact on Corning’s consolidated results of
operations and financial condition.

In Scptember 2006, the SEC staff issued Staff Accounting Bulletin No. 108, “Financial Statements - Considering
the Effects of Prior Year Misstatements when Quantifying Misstatements in Current Year Financial Statements”
(SAB 108). The SECstaft'is providing guidance on how prior year misstatements should be taken into consideration
when quantifying misstatements in current year financial statements for purposcs of determining whether the
current year's financial statements’arc materially misstated. SAB 108 is effective for fiscal years ending after
November 15, 2006. The adoption of SAB 108 did not impact Corning’s consolidated results of operations and
financial condition.

2.  Discontinued Operatjon

In the third quarter of 2004, Corning and 3M Company (3M) rcached a final scttlement agreement for funds held
in escrow associated with the 2002 sale of Corning’s precision lens business 1o 3M. As a result, we recognized
a 520 million gain upon receipt of the procceds in 2004. This gain is included in income from discontinued
operation in the 2004 consolidated statement of operations.

3.  Restructuring, Impairment and Other Charges and (Credits)
2006 Actions
Corning recorded net charges of $54 million in 2006, A summary of the charges and credits follows:

*  We recorded a $44 million asset impairment charge in accordance with FAS 144 for certain assets in our
Telecommunications segment.

¢ We approved a disinvestment plan related to certain manufacturing operations of our Life Sciences segment
and Spccialty Materials business in the UK. Asa result, we recorded a charge of $5 million which is comprised
of severance and curtailment costs.

® Werecorded a $6 million impairment charge related to certain manufacturing operations of our Life Sciences
segment and Specialty Materials business in the UK.
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3.

Restructuring, Impairment and Other Charges and (Credits) (continued)

~ We recorded a $7 million charge for a revision to an existing restructuring plan for a German location in our

Telecommunications segment.

We recorded credits of $3 million related to previously recorded severance costs; we recorded other credits of
$4 million related to existing restructuring plans; and we recorded credits of $2 million related to previously
impaired asscts.

The following table summarizes the restructuring, impairment, and other charges and {credits) as of and for the
year ended December 31, 2006 (in millions):

Year ended December 31, 2006

Rescrve at Revisions Net Reserve at
January 1, Charges/ to existing charges/ Cash Dec. 31,
2006 (credits) plans (reversals) payments 2006
Restructuring:
Employee related costs $36 56 $4 $10 $ (6) $40
Other charges (credits) 49 (4) 4 (9) 36
Total restructuring charges $85 S 6 $ 6 $(15) 576

impairment of long-lived assets:
Assets to be held and used $50 £50
Assels to be disposed of by sale or

abandonment 3(2) (2)

Total impairment charges $50 $(2) £48

Total restructuring, impairment

and other charges and (credits) $56 5(2) $54

Cash payments for employee-related costs will be substantially completed by the end of 2007, while payments for
exit activities will be substantially completed by the end of 2010.

2005 Actions

Corning recorded net credits of $38 million in 2005. A summary of the charges and credits follows:

We recorded a credit of $84 million for the reversal of the cumulative translation account of O.T.1. S.r.l. (OTI),
a wholly-owned foreign subsidiary of Corning, upon OTI’s substantial liquidation. The photonics business
in Milan, Italy, was the sole operation of OTIL, whose results were included in Telecommunications segment.
Subsequent to Corning’s agreement o sell its photonics business operations to Avanex Corporation (Avanex)
in 2003, Corning began liquidating OTL. In October 2005, the assets were substantially liquidated and OTD’s
cumulative translation account was reversed.

We recorded a charge of $30 million which was comprised of severance costs for a restructuring plan in the
Telecomimunications segment to continue to reduce costs in this segment.

We recorded net credit adjustments of $9 million to prior year restructuring plans which included charges
of $8 million related to our Teleccommunications segment and credits of $17 million for businesses in our
Unatiocated and Other segment.

We recorded impairment charges of $25 million in the Telecommunications scgment for an other than
temporary decline in the fair value of our investment in Avanex below its adjusted cost basis. Qur invesiment
in Avanex was accounted for as an available-for-sale security under SFAS No. 115, “Accounting for Certain
Investments in Debt and Equity Sccurities” (SFAS 115). In the fourth quarter of 2005, we completed the sale
of our remaining shares of Avanex.
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3. Restructuring, Impairment and Other Charges and (Credits) (continued)

The following table summarizes the restructuring, impairment, and other charges and (credits) as of and for the
year ended December 31, 2005 (in millions):

Year ended December 31, 2005

Reserve at Revisions Net Rescrve at
January 1, Charges/ 1o existing charges/ Cash Dec. 31,
2005 (credits)  plans _ (reversals) payments 2005
Restructuring:
Employee related costs 518 330 5 $29 (1 $36
Other charges (credits) 77 (14) (14) (14) 49
Total restructuring charges $95 $ 30 $(15) $15 $(23%) $385
Impairment of long-lived assets:
Impairment of available-for-sale securities $ 25 $25
Assets to be disposed of by sale
or abandonment 3 6 6
Total impairment charges $ 25 § 6 3 31
Reversal of currency translation
adjustment $(84) $(84)
Total restructuring, impairment and
other charges and (credits) $(29) $ 9 $(38)

In 2005, net charges (reversals) for restructuring, impairment, and other actions included a credit of $47 million
for the Telecommunications segment and charges of $9 million for the other segments.

2004 Actions

Corning recorded net charges of $1,789 million in 2004. A s

follows:

*  We recorded a charge of $1,420 million to impair a significant
goodwill balance. Refer to Note 10 (Goodwill and Other Intan

charge.

* Werecorded a $350 million charge to impair certain fixed assets in accordance with SFAS No. 144,
for the Impairment or Disposal of Long-Lived Assets”

quarter decision to permanently abandon approx
fiber manufacturing facility in Concord, North

lowered outlook for the Telecommunications segme
in progress as we no longer believe the demand for o

complete this facility.

ummary of the significant charges and credits

portion of our Telecommunications segment

gible Assets) for additional information on this

“Accounting
(SFAS 144). This charge primarily relates to our third

imately $332 million of construction in progress at our optical
Carolina that had been stopped in 2002. As a resuit of our

nt, we have permanently abandoned this construction
ptical fiber will warrant the investment necessary to

*  Werccorded an asset held for use impairment charge of $24 million to impair certain fixed assets and intangible

assets other than goodwill in accordance with SFAS 144. Due to our decision to permanently a
fixcd assets and lower long-term outlook for the Telecommunications segment, we determine
of impairment, as defined by SFAS 144, had occurred in our Telecomimu
us to test the segment’s long-lived assets other than goodwill for impairment.
evaluation, we recorded an impairment charge to write-down certain assets 1o

bandon certain
d that an event
nications segment which required

As a result of our impairment
their estimated fair valucs.
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3. Restructuring, impairment and Other Charges and (Credits) (continued)

¢  We rccorded a gain of $33 million related to proceeds in excess of assumed salvage values for assets of Corning
Asahi Video Products Company (CAV) that were previously impaired but later sold to a Henan Anyang
CPT Glass Bulb Group, Electronic Glass Co., Ltd. (Henan Anyang), located in China. This represcnted the
substantial completion of the sale of CAV'’s asscts.

e We recorded $37 million of accelerated depreciation relating to the final shutdown of our semiconductor
materials manufacturing facility in Charleston, South Carolina, which we announced in the fourth quarter of
2003.

e  We recorded a loss of $14 million on the sale of our frequency controls business for net cash proceceds of $80
million. The frequency controls business, which was part of our Telecommunications segment, had annual
sales of $76 million.

e We recorded net credits of $25 million related to adjustments 10 prior period restructuring, impairment, and
other charges.

The following table summarizes the charges, credits and balances of the restructuring liabilities as of and for the
year ended December 31, 2004 (in millions):

Year ended December 31, 2004
Reserve at Revisions Net Reserve at
January 1, o existing  charges/ Cash Dec. 31,
2004 Charges plans (reversals) paymcnis 2004

Restructuring:

Employee related costs s 78 S5(60) $18
Exit costs 108 § 2 S (8) S (0 (25) 77
Total restructuring charges § 186 g 2 S (&) 3 (6 $(85) $95
Impairment of long-lived asscts:
Goodwill $1,420 $1,420
Assets to be disposed of by sale
or abandonment 350 $(48) 302
Asset to be held and used 24 24
Total impairment charges $1.794 S(48) $1,746
Other:
Accelerated depreciation $ 37 § 37
Loss on sale of business 14 S (2 12
Total other charges $ 51 $ (2) $ 49

Total restructuring, impairment and
other charges and (credits) $1.847 ${58) $1.789

In 2004, net charges {reversals) for restructuring, impairment, and other actjons included S1,798 million for the
Telecommunications segment and werc a credit of $9 million for the Other segments.




4.  Short-Term Investments

The following is a summary of the fair value of available-for-sale securitics (in millions):

December 31,

2006 2005
Bonds, notes and other securities

U.S. government and agencies $ 326 $ 259
States and municipalitics 61 77
Asset-backed securities 591 374
Commercial paper 383 57
Other debt securities 649 325

Totai short-term investments $2,010 $1,092

Gross unrealized gains and losses were insignificant at December 31, 2006 and 2005.

The following table summarizes the contractual maturities of available-for-sale securities at December 31, 2006
(in millions): '

Less than one year $ 720
Due in 1-5 years 658
Due in 5-10 years 68
Due after 10 vears 564

Total : $2,010

Proceeds from sales and maturities of short-term investments totaled $2.0 billion, $1.5 billion and $1.4 billion in

2006, 2005 and 2004, respectively. The gross realized gains and losses related to sales of short-term investments
were insigntficant in 2006, 2005 and 2004,

5.  Significant Customer

On October 1, 2006, AU Optronics Corporation (AUO), a customer of the Display Technologies segment,
completed its previously announced merger with Quanta Display Inc. (QDI), another customer of Corning’s
Display Technologies segment. In addition, through two recently announced transactions, AUO now holds a 49%

equity stake in Toppan CFI, a subsidiary of Toppan Printing Co., Ltd., also a customer of the Display Technologies
segment.

Corning’s combined 2006 sales to AUQO, QDI and Toppan represented 13% of the company’s consolidated net
sales.

6. Inventories

Inventeries comprise the following (in millions):

December 31,
. 2006 2005
Finished goods $139 $135
Work in process 233 198
Raw materials and accessories 125 124
Supplies and packing materials 142 113
Total inventories ) $ 639 $ 570

145

s|eUeUL 9007




7.  Income Taxes

Income (loss) from continuing operations before income taxes follows {in millions):

Years ended December 31,

2006 2005 2004
U.S. companies $175 $(213) $(1,578)
Non-U.S. companies 786 772 {26)
Income (loss) from continuing operations before income taxes $ 961 $ 559 $(1,604)

The current and deferred amounts of the provision (benefit) for income taxes follow (in millions).

Years ended December 31,

2006 2005 2004

Current: ‘

Federal $(14) S 20

State and municipal $ 8 (N

Foreign 164 167 111
Deferred:

Federal 443 593

State and municipal 227

Foreign (101) (18) 180
Provision for income taxes $ 55 $578 $1,084

Amounts are reflected in the preceding tables based on the location of the taxing authoritics.

Reconciliation of the U.S. statutory income tax rate to our effective tax rate for continuing operations follows:

Years ended December 31,

2006 2005 2004

Statutory U.S. income tax (benefit) rate 35.0% 35.0% (35.0)%
State income benefit, net of federal bencfit 0.2) 1.9 2.4)
Nondeductible goodwill and other expenses 0.4 ' 0.3 2709
Worthless stock deductions {1.4) 272.73(3) (0.2)
Tax holidays(7) (10.1) (8.9 (1.2)
Investment & other tax credits (8) (3.6) (12.7) {0.6)
Rate difference on foreign earnings 6.1 10.2 2.5
Minimum pension obligation (14.6) (10)
Currency translation adjustment (5.2)
Valuation allowances:

Provision (releasc) of prior period valuation allowances (8.6) (6) 94.0(2) 57.6(1)

Tax benefits (expenses) not recorded on losses (income) (13.4) (5 280.0 34 213 @
Other items, net 1.5 (0.1) (14)
Effective income lax rate 5.7% 103.4% 67.6%

Significant items that cause our effective tax rate to vary from the U.S. statutory rate of 35% are as follows:

(1) In 2004, significant cvents occurred which required us to increase our valuation allowances against certain U.5, and
German deferred tax assets resulting in an increase in our effective tax rate of 57.6%. Refer 1o Note 3 (Restructuring,
Impairment and Other Charges and (Credits)) for additional information on these events and the related charges. At
that time, we believed that it was more likely than not that we could realize the remaining net U.S, deferred tax assets
of approximatcly 5525 million through a tax planning strategy involving the sale of our investment in Dow Corning, a
non-strategic appreciated asset, if we were faced with expiring net operating loss carryforwards.

146




1

@

3

@)

@)

(6)
O]
®)

9

(i0)

Income Taxes {continued)

During 2005, Dow Corning’s performance was much stronger than expected and Dow Corning resumed paying a
dividend; both of which are expected to continue in the future. Due to this improved performance, we concluded
that Déw Corning provides strong financial, geographic and market balance to Corning’s portfolio of businesses, the
profitability of which has become more concentrated due to the success of the display operating segment. As a result,

" we considered Dow Corning tobe a strategic investment and could no longer assert that a potential tax planning strategy

involving the sale of Dow Corning would be prudent, as required by FAS 109. Therefore, we no longer believed, in
the forth quarter of 2005, that it was more likely than not that we would realize the remaining net déferred tax assets.
Accordingly, we increased our valuation allowance by $525 million to fully reserve our net U.S. deferred tax assets in
the fourth quarter of 2005, which increased our effective tax rate by 94%.

During the third quarter of 2005, Corning filed its 2004 consolidated U.S. Federal income tax return, which included
a $3.9 billion worthless stock deduction for the loss on our investment in the photonic technologies business associated
with the Pirelli acquisition. This acquisition was completed in December 2000 and was substantially impaired in the
second quarter of 2001. Prior to the third quarter of 2005, we did not record a deferred tax asset for this item as the
ultimate realization of such deduction was uncertain, and consistent with the requirements of SFAS 5, recognition of
an asset prior to the time management determines the realization of the asset is probable is prohibited. On September
2, 20035, Corning and the Commissioner of the IRS entered into a closing agreement under section 7121 of the Internal
Revenue Code of 1986 which provides that Corning is entitled to this worthless stock deduction. We recorded a $1.5
bitlion deferred tax asset for this item in the third quarter, which was concurrently offset by a valuation allowance of an
equal amount due to our inability to record tax benefits for U.S. net operating losses. The net result had no impact of
our effective tax rate for 2005.

We were unable to record tax benefits on net operating losses generated in the U.S. and certain foreign jurisdictions,
resulting in an increase in the cffective tax rate of 7.3% and 21.3% for 2005 and 2004, respectively.

As described in, (1) and (2) above, in 2004 and 2005, due to losses in the U.S. in recent years, we recorded valuation
allowances against 100 percent of our U.S. defcrred tax assets and concluded that our tax provision would include only
the net tax expense attributable to certain foreign operations until we achieve an appropriate level of profitability in
the U.S. or we are able to develop tax planning strategies that enable us to conclude that it is more likely than not that
a portion of our deferred tax assets would be realizable. While we did generate income from continuing operations
in the U.S, in 2006, such income was largely offset by tax adjustments not reflected in our continuing cperations. In
the absence of an appropriate level of overall profitability in the U.S., we did not record tax expense on income from
continuing operations in the U.S. in 2006, resulting in a reduction in our effective tax rate of 14.2%.

In 2006, due to sustained profitability and positive earnings projections in both Australia and at certain of our German
operations, we have concluded that it is more likely than not that the underlying tax benefits are realizable and released
valuation allowances, resulting in a reduction in our effective tax rate of 8.7%.

Certain forcign subsidiaries in China, South Africa and Taiwan are operating under tax holiday arrangements. The
nature and extent of such arrangements vary, and the benefits of existing arrangements phase out in future years (2006
to 2010) according to the specific terms and schedules of the relevant taxing jurisdictions. The impact of the tax
holidays on our effective rate is a reduction in the rate of 10.1%, 8.9% and 1.2% for 2006, 2005 and 2004, respectively.

Taiwan grants investment tax credits for investments in qualifying machinery and equipment. The impact of such credits
on our cffective tax rate is a reduction in the rate of 3.1%, 12.3%, and 0.4% for 2006, 2005, and 2004, respectively.

The impairment of Telecommunications segment goodwill in 2004 was not deductible for tax purposes, resﬁlting inan
increase in the effective 1ax ratc of 26.2%.

The elimination of our minimum pension liability for the domestic qualified plan in 2005 resulted in a decrease in the
effective tax rate of 14.6%.
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7.  Income Taxes {(continued)

The tax effects of temporary differences and carryforwards that gave rise 1o significant portions of the deferred
tax assets and liabilities follows (in millions):

December 31,

2006 2005

Loss and tax credit carryforwards $ 2,399 $ 2,723
Capitalized research and development : 142 176
Restructuring reserves . 215 230
Postretirement medical and life benefits 309 248
Inventory 63 51
Intangible and other assets 64 86
Other accrued liabilities .o ¢339 340
Other employee benefits 182

Other . . ' 17

Gross deferred tax assets 3,730 3,854
Valuation allowance (3,542) (3,672)
Deferred tax asscts 188 182
Fixed assets {50) {80)
Other employee benefits (67)
Other (7)
Deferred tax liabilities {50) (154)
Net deferred tax assets : $ 138 $ 28

The net deferred tax asscts are included in (in millions):

December 31,

2006 2005
Current asscts _ $ 47 $ 44
Other assets . 114 10
Other current liabilities . (1)
Other ntoncurrent liabilities - {22 (26)
Net deferred tax assets $ 138 $ 28

Details on the tax effects of loss and tax credit carryforwards at December 31, 2006 follow (in millions):

Expiration
Amount 2007-2011 2012-2016 2017-2025 Indefinite

Federal net operating losses $1,633 S $5 $ 1,628

State net operating losses 190 $ 20 16 154

Capital losscs 61 61

Contributions . 9 9

Foreign net operating losses/credits 324 51 3 $270
Foreign tax credits 70 70

Research & other credits 30 | 2 27

Alternative minimum tax credits 4] 41
Various state tax credits 41 15 15 11

Totals as of December 31, 2006 $2,399 $227 %38 $1,823 $ 311
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7. Income Taxes (continued)

The tax effects of Federal and state net operating losses above exclude $134 million in 2006 tax benefits attributable
to stock-based compensation. The benefits are not recognized until the related deductions reduce taxes payable;
since in our case the tax benefits do not reduce taxes payable due to net operating losses in the current period
and/or due to loss carryforwards, the windfall tax benefits are not reflected in our deferred tax asset for losses and
tax credit carryforwards as of December 31, 2006,

Changes in the valuation allowance balance follow:

Years ended December 31,

2006 2005
Valuation allowance at beginning of year $3,672 1,747
Charged (credited) to income tax expense 211) 2,089
Charged (credited) to equity earnings (28) (22)
Charged (credited) to other comprehensive income 258 (91)
Charged (credited) to deferred taxes (149) (51)
Valuation allowance at end of year $3,542 $3,672

The change credited to deferred taxes is attributable to translation, write-offs due to entity structure changes and
other adjustments.

We do not provide income taxes on the post-1992 earnings of domestic subsidiaries that we expect to recover tax-
free without significant cost. Income taxes have been provided for post-1992 unremitted earnings of domestic
corporate joint ventures that we do not expect to recover tax-free. Unremitted earnings of domestic subsidiaries
and corporate joint ventures that arose in fiscal years beginning on or before December 31, 1992 have been
indefinitely reinvested. We currently provide income taxes on the earnings of foreign subsidiaries and affiliated
companies to the extent these carnings are currently taxable or expected to be remitted. As of December 3 1, 2006,
taxes have not been provided on approximately $3.2 billion of accumulated foreign unremitted carnings which are
expected to remain invested indefinitely.

The American Jobs Creation Act of 2004 (the “Act™) was signed into law on October 22,2004, The Act introduced
a special one-time (for 2004 or 2005) 85% dividends received deduction for certain repatriated foreign earnings.
Our remittance plans did not change as a result of this provision. Qur accumulated foreign unremitted earnings
are expected to remain invested indefinitely.

The Act also provided for the repeal of the extraterritorial income tax regime {through reduced benefits in 2005
and 2006, with full repeal effective for 2007) and the allowance of a deduction for qualified domestic production
activities (phased in over the years 2005 to 2009 and fully effective in 2010). Neither of these changes is expected
to have a significant impact on our effective tax rate or U.S. tax liabilities because of our loss position in the U.S.
and the resulting valuation allowances against our U.S. deferred tax assets.

We are subject to income tax examinations in various jurisdictions, the most significant of which are the U.S.,
Germany, Japan and Taiwan. We believe our tax contingency liabilities are adequate for any adjustments which may
ultimately result from these examinations. However, since tax laws and regulations are subject to interpretation,
the final results of income tax examinations could differ significantly from what we have reflected in our income
tax accounts and could have a material ¢ffect on our tax provision, net income and/or cash flows in a future period
or periods in which such a conclusion is reached. Due to the complexity involved in these matters we are not able
to estimate the range of reasonably possible losses in excess of amounts recorded.
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7.  Income Taxes (continued)

As described in Note 1, Corning is required to adopt the provisions of FIN 48 as of January 1, 2007; the cumulative
effect of adoption will be recorded as an adjustment to the opening balance of retained earnings for 2007. We
currently estimate that the adjustment to the opening balance of retained carnings for 2007 will be less than $10
million. We estimate compliance with FIN 48 will not have a material impact on our consolidated results of
operations or cash flows.

8. Investments

Investments comprise the following (in millions):

Ownership December 31,
Interest (1) 2006 2005

Affiliated companies accounted for under the equity method:

Samsung Comning Precision Glass Co., Ltd. 50% $1,380 § 859
Dow Corning Corporation 50% 683 473
Samsung Coming Co., Lid. : 50% 254 231
All other 25%-50% 202 162
2,519 1,725

Other investments 3 4
Total $2,522 $1,729

(1)  Amounts reflect Corning’s direct ownership interests in the respective affiliated companies. Corning does not control
any of such entities.
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8. Investments (continued)
Affiliated Companies at Equity
The financial position and results of operations of the investments accounted for under the equity method follow
(in millions):
For the years ended December 31,
2006 2005 2004
Statement of Operations:
.Net sales ' $8,039 - $6,979 $6,146
Gross profit $3,368 $2,866 $2,341
Net income |, ‘ 51,968 $1,250 $1,036
Corning’s equity in earnings of affiliated companies (1)(2) $ 960 $ 611 § 454 8
Related Party Transactions: . 8
Corning sales to equity company affiliates $ 43 $§ 95 s 37 -
Corning purchases from equity company affiliates 5 et $ 101 $ 106 5
Coming transfers of assets, at cost, to affiliates $ 71 $ 116 $§ 90 Q
Dividends received from affiliated companies $ 363 $ 301 $ 140 2
Royalty income from affiliated companies $ 88 $ 75 § 47 n-_.)
174 ]
December 31,
i 2006 2005
Balance Sheet:
Current assets 85,027 $3.596
Noncurrent assets $6,358 $5,023
Short-term borrowings, including current portion of long-term debt $ 94 $ 88
Other current liabilities $1,825 $1,520
* Long-term debt $ 339 $ 153
Other long-term liabilities ' .. 82,879 $2,676
_ Minority interest ' $ 346 $ 223
Related Party Transactions:
Balances due from affiliatess =~ : $ 26 % 23
Balances due to affiliates _ $ 8 $ 43

(I}  Equity in earnings shown above and in the consolidated statements of operations are net of amounts recorded for income
tax. : ) ' :

(2)  Amounts include the following restructuring and impairment charges:

» In 2006, Dow Corning reached settlement with the IRS regarding labilities for tax years 1992 to 2003. Equity
carnings reflected a $33 million gain as a result of the settlement which resolved all Federal tax issues related to Dow
Corning's implant settlement.

e In 2006, Samsung Corning recorded the following items which increased Corning’s equity earnings by $2 million,
net: a gain on the sale of land which increased Corning’s equity earnings by $61 million; an impairment charge
for certain long-lived assets which reduced Corning’s fr:quity earnings by $46 million; and the establishment of a
valuation allowance for certain deferred tax assets which reduced Corning’s equity earnings by $13 million. .

+ In 2005, Samsung Corning incurred impairment and other charges as a result of a decline in the projected operating
results for its cathode ray tube (CRT) glass business. The charge, which included certain manufacturing assets and
severance and exit costs, reduced Corning's equity earnings by $106 million in the third quarter,

+  In2005, Dow Corning recorded a gain on the issuance of subsidiary stock. Our equity carnings included $!1 million
related to thig gain.
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8. Investments (continued)

« In 2004, Corning incurred charges of $35 million to impair equity method investments in the Telecommunications
segment to their estimated fair value.

« In 2004, Dow Corning recorded charges related to restructuring actions and adjustments to interest liabilities
recorded on its emergence from bankruptcy. Our equity earnings included $21 million related to these charges.

We have contractual agreements with several of our equity investees which include sales, purchasing, licensing
and technology agreements.

At December 31, 2006, approximately $2,154 million of equity in undistributed earnings of equity companies was
included in our accumulated deficit. '

A discussion and summarized results of Corning’s significant investees at December 31, 2006 follows:

Samsung Corning Precision Glass Co., Ltd. (Samsung Corning Precision)

Samsung Corning Precision is a South Korea-based manufacturer of liquid crystal display glass for flat panel

displays. Samsung Corning Precision’s financial position and results of operations follow (in millions):

For the years ended December 31,

2006 2005 2004

Statement of Operations:

Net sales $2,115 31,660 $1,097

Gross profit $1,510 $1,234 $ 820

Net income $1,128 $ 848 $ 561

Corning’s equity in earnings of Samsung Corning Precision $ 555 $ 408 $ 277
Related Party Transactions:

Corning sales to Samsung Coming Precision $ 15 § 6

Corning purchases from Samsung Corning Precision $ 39 $§ 7N $ 76
Corning transfer of machinery and equipment to Samsung Coming

Precision at cost (1} $ N $ 116 $ 90
Dividends received from Samsung Corning Precision $ 210 § 156 $ 7l
Royalty income from Samsung Coming Precision - 8§ 82 § 65 $ 42

December 31,

2006 2005
Balance Sheet:

Current assets $ 606 $ 400
Noncurrent assets $2,565 $1,848
Short-term borrowings, including current portion of long-term debt $ 28 5§ 3
Other current liabilities $ 256 $ 359
Long-term debt . $ 28
Other long-term liabilities $ 125 $ 86

(1)  Corning purchases machinery and equipment on behalf of Samsung Corning Precision to support its capital expansion
initiatives. The machinery and equipment are transferred to Samsung Corning Precision at our cost basis, resulting in
no revenue or gain being recognized on the transaction. '
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B. Investments (continued)

Balances due to and from Samsung Corning Precision were $2 million and $19 million at December 31, 2006 and
$41 million and $18 million at December 31, 2005, respectively.

As of December 31, 2006, Samsung Corning Precision and Samsung Corning Co., Ltd. were two of approximately
thirty co-defendants in a lawsuit filed by Seoul Guarantec Insurance Co. and 14 other creditors. Refer to Samsung
Corning Co., Lid. section of this note for additional information,

In February 2006, Corning made a capital contribution to Samsung Corning Precision in the amount of 75 billion
Korcan won (approximately $77 million USD).

Samsung Corning Co., Ltd. (Samsung Corning)

Samsung Corning is a South Korea-based manufacturer of glass panels and funnels for cathode ray tubc (CRT)
television and display monitors.

In the fourth quarter of 2006, Samsung Corning recorded a gain on the sale of tand totaling $122 million, which
increased Corning’s equity earnings by $61 million. Samsung Corning also recorded a charge of $25 millien for
the cstablishment of a valuation allowance against certain deferred tax assets. This charge reduced Corning’s
equity earnings by approximately $13 million in the fourth quarter. During 2006, Samsung Corning incurred
impairment and other charges totaling $93 million as a result of a decline in the projected operating results for
certain display businesses. These, charges reduced Corning’s equity earnings by $46 miilion.

In 2005, Samsung Corning incurred impairment and other charges of $212 million as a result of decline in the
projected operating results of its CRT glass business. The charge, which included certain manufacturing assets
and severance and exit costs, reduced Corning’s equity carnings by $106 million.

Samsung Corning’s financial position and results of operations follow (in millions):

For the years ended December 31,

2006 2005 2004
Statement of Operations;
Net sales $786 ¥ 823 31,019
Gross profit - 3 68 § &7 $ 245
Net (loss) income : . $£(249) $ 94
Coming’s equity in (losses) earnings of Samsung Corning $(112) § 32
Dividends received from Samsung Corning $ 22 $ 18
Royalty income from Samsung Corning $ 4 $ 9 5 2

December 31,

2006 2005
Balance Sheet:

Current assets $526 $ 345
Noncurrent assets $247 $391
Other current liabilities $139 $154
Long-term debt $ 53 S 48
Other long-term liabilitigs $ 23 $ 24
Minority interest % a8 3 45

In 2003, 2005, and 2006, Samsung Corning recorded significant fixed asset and other impairment charges. As the
conventional television glass market will be negatively impacted by strong growth in the LCD glass market, it is
reasonably possible that Samsung Corning may incur additional restructuring or impairment charges or operating
losses in the foresecable future. Samsung Corning is currently investing in several developing businesses which
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8. Investments {coatinued)

Samsung Corning management belicves will offset the decline in conventional television glass market over time.
Should these new businesses not achieve expected results, additional operating losses, asset impairments and
restructuring charges are likely to occur and Samsung Corning’s long-term financial viability may come into
question. These cvents could result in Corning incurring an impairment of its investment in Samsung Corning.
Corning management believes it is more likely than not that an impairment of our investment will occur in the
foreseeable future. Corning’s investment in Samsung Corning was $254 million at December 31, 2006.

Corning reviews the recoverability of all long-lived assets, including equity investments, when events or changes
in circumstances occur that indicate that the carrying value of the asset or asset group may not be recoverable. As
a result of the impairment events described above, Corning considered whether its investment in Samsung Corning
had incurred an other-than-temporary impairment in 2006 and concluded that it had not. We will continue to
monitor this tnvestment.

Samsung Corning Precision Glass Co., Ltd. (Samsung Corning Precision) and Samsung Corning Co. Ltd. (Samsung
Corning) are two of approximately thirty co-defendants in a lawsuit filed by Scoul Guarantee [nsurance Co. and
i4 other creditors (SGI and Creditors) for alleged breach of an agreement that approximately thirty affiliates of
the Samsung group entered into with SG1 and Creditors in September 1999. The lawsuit is pending in the courts
of Korca. According to the agreement, the Samsung affiliates agreed to sell 3.5 million shares of Samsung Life
Insurance Co., Ltd. (SL1) by December 31, 2000, which were transferred to SGI and Creditors in connection
with the petition for court receivership of Samsung Motor Inc. In the lawsuit, SGI and Creditors allege that, in
the event that the proceeds of sale of the SLI shares is less than 2.45 trillion Korean won (approximately $2.64
billion), the Samsung affiliates allegedly agreed to compensate SGl and Creditors for the shortfall, by other means,
including Samsung affiliates’ purchase of equity or subordinated debentures to be issued by SGI and Creditors.
Any excess proceeds are 10 be distributed to the Samsung affiliates. As of March 2005, the shares of Samsung
Life Insurance Co., Lid. had not been sold. The suit asks for damages of approximately $4.6 billion plus penalty
interest. Samsung Corning Precision and Samsung Corning combined guarantees should represcnt no more than
3.1% of the Samsung affiliates’ total financial obligation. Although noting that the outcome of thesc matters
is uncertain, Samsung Corning Precision and Samsung Corning have stated that these matters are not likely to
result in a material ultimate loss to their financial statements. No claim in these matters has been asserted against
Corning.

Dow Corning Corporation (Dow Corning)

Dow Corning is a U.S. based manufacturer of silicone products. In 1995, Corning fully impaired its investment
of Dow Corning upon its entry into bankruptcy proceedings and did not recognize net equity earnings from the
second quarter of 1995 through the end of 2002. Corning began recognizing equity earnings in the first quarter
of 2003 when management concluded that Dow Corning’s emergence from bankruptcy protection was probable.
Dow Corning emerged from bankruptey in 2004. See discussion below for additional information and for a
history of this matter. Corning considers the $249 million difference between the carrying value of its investment
in Dow Corning and its 50% share of Dow Corning’s equity to be permanent.
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8. Investments (continued)

Dow Corning’s financial position and results of operations follow (in millions):

For the years cnded December 31,

2006 2005 2004

Statement of Operations:

Net sales $4,392 $3.878 $£3,373

Gross profit $1,528 $1,312 $1,036

Net income $ 668 $ 307 § 238

Coming’s equity in earnings of Dow Coming $ 334 $ 253 3 116
Related Party Transactions:

Corning purchases from Dow Corning § 12 5§ B § 7

Dividends received from Dow Corning $ % $ 45

December 31,

2006 2005
Balance Sheet:

Current assets $3,171 $2,575
Noncurrent assets $2,793 $2,573
Short-term borrowings, including current portion

of long-term debt $ 4 P 22
Other current liabilities $1,003 $ 91
Long-term debt F 39 $ 39
Other long-term liabilities $2,717 $2,554
Minority interest $ 298 $ 179

In 2006, Dow Corning recorded 2 gain related to their settlement with the IRS regarding liabilities for tax years
1992 t0 2003. This settlement resolves all federal tax issues related to Dow Corning’s implant settlement. Corning’s
equity earnings included $33 million related to this gain. In 2005, Dow Corning recorded a gain on the issuance
of subsidiary stock. Corning’s equity earnings included $11 million related to this gain.

Corning and The Dow Chemical Company (Dow Chemical) each own 50% of the common stock of Dow Corning.
In May 1995, Dow Corning filed for bankruptcy protection to address pending and claimed liabilities arising from
many thousand breast implant product lawsuits. On June 1, 2004, Dow Corning emerged from Chapter 1] with a
Plan of Reorganization (the Plan) which provided for the settlement or other resolution of implant claims. The Plan
also includes releases for Corning and Dow Chemical as shareholders in exchange for contributions to the Plan.

Under the terms of the Plan, Dow Corning has established and is funding a Settlement Trust and a Litigation
Facility to provide a means for tort claimants to settle or litigate their claims. Inclusive of insurance, Dow Corning
has paid approximately $1.5 billion to the Settlement Trust. As of December 31, 2006, Dow Corning had recorded
a reserve for breast implant litigation of $1.7 billion and anticipates insurance receivables of $185 million. As
a separate matter arising from the bankruptcy proceedings, Dow Corning is defending claims asserted by a
collection of commercial creditors who claim additional interest at default rates and enforcement costs, during the
period from May 1995 through June 2004. On July 26, 2006, the U.S. Court of Appeals vacated the judgment of
the District Court fixing the interest component, ruled that default interest and enforcement costs may be awarded
subject to equitable factors to be determined, and directed that the matter be remanded for further proceedings.
Dow Corning filed a petition for rehearing by the Court of Appeals, which was denied. It has filed a petition for
writ of certiorari with the U.S. Supreme Court, which has not yet been decided. As of December 31, 2006, Dow
Corning has estimated the interest payable to commercial creditors to be within the range of $68 million to $208
million. As Dow Corning management believes no single amount within the range appears to bc a better estimate
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8. Investments (cantinued) :

than any other amount within the range, Dow Corning has recorded the minimum liability within the range.
Should Dow Corning net prevail in this matter, Corning’s equity earnings would be reduced by its 50% share
of the amount in excess of $68 million, net of applicable tax benefits. There are a number of other claims in the
bankruptcy proceedings against Dow Corning awaiting resolution by the U.S. District Court, and it is reasonably
possible that Dow Corning may record bankruptcy-related charges in the future. There are no remaining tort
claims against Corning, other than those that will be channeled by the Plan into facilities established by the Plan
or otherwise defended by the Litigation Facility.

Pittsburgh Corning Corporation {PCC)

Corning and PPG Industries, Inc. (PPG) each own 50% of the capital stock of Pittsburgh Corning Corporation
(PCC). Over a period of more than two decades, PCC and several other defendants have been named in numerous
lawsuits involving claims allcging personal injury from exposure to asbestos. On April 16, 2000, PCC filed for
Chapter 11 reorganization in the U.S. Bankruptcy Court for the Western District of Pennsylvania. ~ At the time
PCC filed for bankruptcy protection, there were approximately 12,400 claims pending against Corning in state
court lawsuits alleging various theories of liability based on exposure to PCC’s asbestos products and typically
requesting monctary damages in excess of $1 million per claim. Corning has defended those claims on the basis of
the separate corporate status of PCC and the absence of any facts supporting claims of direct liability arising from
PCC’s asbestos products. Corning is also currently named in approximatety 10,900 other cases (approximately
42,300 claims) alleging injuries from asbestos and similar amounts of monetary damages per claim. Those cascs
have been covered by insurance without material impact to Corning to date. Asbestos litigation is inherently
difficult, and past trends in resolving these claims may not be indicators of future outcomes.

In the bankruptcy court in April 2000, PCC obtained a preliminary injunction against the prosecution of asbestos
actions arising from PCC’s products against its two shareholders 1o afford the parties a period of time in which to
negotiate a plan of reorganization for PCC (the PCC Plan). On May 14, 2002, PPG announced that it had agreed
with certain of its insurance carriers and representatives of current and future asbestos claimants on the terms of
a settlement arrangement applicable to claims arising from PCC’s products.

On March 28, 2003, Corning announced that it had reached agreement with the representatives of asbestos
claimants for the settlement of all current and future asbestos claims against it and PCC, which might arise from
PCC products or operations. The proposed settlement, if the Plan is approved and becomes effective, will require
Corning to relinquish its equity interest in PCC, contribute its equity interest in Pittsburgh Corning Europe N.V.
(PCE), a Belgian corporation, and contribute 25 million shares of Corning common stock. Corning also agreed to
pay a total of $140 million in six annual installments (present value $131 million at March 2003), beginning one
year after the Plan becomes effective, with 5.5 percent interest from June 2004, and to assign certain insurance
policy proceeds from its primary insurance and a portion of its excess insurance at the time of settlement.

Since March 28, 2003, we have recorded total net charges of $816 million to reflect the agreed scttlement
contributions and subscquent adjustments for the change in the fair value of the components.

Two of Corning’s primary insurers and several excess insurers have commenced litigation for a declaration of
the rights and obligations of the partics under insurance policies, including rights that may be affected by the
settlement arrangement described above. Corning is vigorously contesting these cases. Management is unable to
predict the outcome of this insurance litigation. ' '

The PCC Plan received a favorable vote from creditors in March 2004. Hearings to consider objections to the Plan
were held in the Bankruptcy Court in May 2004. In February 2006, the Bankruptcy Court requested that the Plan
proponents delete references to Section 105(a) of the Bankruptcy Code and resubmit the Plan. The final round of
oral argument was held on July 21, 2006. - ’
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8. Investments {continued)

On December 21, 2006, the Bankruptcy Court issued an order denying confirmation of the Plan for reasons it set
out in a memorandum opinion. The opinion generally supports the elements of the Plan except for the breadth
of the channeling injunction applicable to claims against either of the two shareholders when those claims do not
derive from the products or operation of PCC jtself. The Court declared a three part test whereby other claims may
be channeled if PCC is named as a defendant, a shareholder is named, and conspiracy theories are alleged. Scveral
parties, including Corning, have filed motions for reconsideration, which are scheduled for a hearing before the
Bankruptcy Court on March 5, 2007

If the Bankruptcy Court does not approve the PCC Plan in its current form, changes to the Plan arc probable as it
is likely that the Court will allow the proponents time to propose amendments. The outcome of these proceedings
s uncertain, and confirmation of the current Plan or any amended Plan is subject to a number of contingencies.
However, apart from the quarterly mark-to-market adjustment in the value of the components of the setilement,
management believes that the likelihood of a material adverse impact to Corning’s financial statements is
remote.

For the year ended 2006, we recorded asbestos settlement credit of $2 million, including $(24) million reflecting
the decrease in the value of Corning’s common stock from December 31, 2005 to December 31, 2006, and $22
million to adjust the estimated fair value of the other components of the proposed asbestos settlement. If the
book value of the assets to be contributed to the asbestos settlement remains lower than the carrying value of the
asbestos settlement liability, a gain would be recognized at the time of the settlement.

Forthe year ended 2005, we recorded asbestos settlement expense of $218 million, including $197 million reflecting
the increase in the value of Corning’s common stock from December 31, 2004 to December 31, 20035, and $21
miilion to adjust the estimated fair value of the other components of the proposed asbestos settlement,

For the year ended 2004, we recorded asbestos settlement expense of $65 million, including $33 million reflecting
the increase in the vaiue of Corning’s common stock from December 31, 2003 to December 31, 2004, and $32
million to adjust the estimated fair value of the other components of the proposed asbestos settlement.

Since March 28, 2003, we have recorded total net charges of $816 million to reflect the initial settlement liability
and subsequent adjustments for the change in the fair value of the components of the liability,

The fair value of the liability expected to be settled by contribution of our investment in PCE, the fair value of
25 million shares of our common stock, and assigned insurance proceeds (in aggregate totaling $656 million,
$667 million, and $456 million at December 31, 2006, 2005, and 2004, respectively) is recorded in other accrued
liabilities in our consolidated balance sheets. As the timing of this obligation’s settlement will depend on future
judicial rulings (i.e., controlled by a third party and not Corning), this portion of the PCC liability is considered a
“due on demand” obligation. Accordingly, this portion of the obligation has been classified as a current liability,
even though it is possible that the contribution could be made beyond one year. The remaining portion of the
settlement liability (totaling $160 million, $152 million, and $144 million at December 31, 2006, 2005, and 2004,
respectively), representing the net present value of the cash payments, is recorded in the other liabilitics component
in our consolidated balance sheets.
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9,  Property, Net of Accumulated Depreciation

Property, net follows (in millions):

December 31,

‘ 2006 2005

Land ‘ ‘ . $ 68 . $ 70
Buildings 2,226 1,999
Equipment 6,163 5,177
Construction in progress 823 1,061

o 9,280 8,307
Accumulated depreciation (4,087) (3,632)
Total - - $ 5,193 $ 4,675

Approximately $37 million, $27 million, and $22 million of interest costs were capitalized as part of property, net
in 2006, 2005, and 2004, respectively.

10. Goodwill and Other Intangible Assets . L .‘
Goodwill '

There were no changes in the céi'rying amount of goodwill for the year ended December 31, 2006. Balances by
segment are as follows (in millions):

Telecommunications Display Technologies  Other (1) Total
Balance at December 31, 2006 ' $118 i $9 - $150 $277

(1)  This balancc relates to our Specialty Materials operating scgment.

Our annual goodwill recoverability assessment is completed in the fourth quarter, as it is traditionally based on
our annual strategic planning process that runs from June to October.

2006 Assessment

The results of our impairment tests in 2006 indicated that the fair.value of each reporting unit exceeded its book
value.

2005 Assessmernt

The results of our impairment tests in 2005 indicated that the fair valué of each reporting unit exceeded its book
value. ) : o

t

2004 Assessment

In the third quarter of 2004, we identified certain factors during our annual strategic planning process that caused
us to lower our estimates and projections for the long-term revenue growth of the Telecommunications segment,
which indicated that it was more likely than not that the fair value of the Telecommunications segment reporiing
unit was less than its carrying value. As such, we performed an interim impairment test of the Telecommunications
segment goodwill in the third quarter of 2004. the results of which were reviewed with Corning’s Board of Directors
on October 6, 2004.

Although we were experiencing stronger than expected volume in this segment, the improved demand was from
a narrow band of customers, and we saw few signs of a broader recovery in overall demand, mix of premium
products, and pricing for our products. The lack of industry consolidations, increased competitive pressures in
the industry, and revised estimates of future customer demand for the types of products expected to be deployed
caused us to change our assessment of the future pace of recovery. The primary estimates and forecasts that caused
the change in our outlook and reduced the fair value of the Telecommunications segment from that measured in

2003 were:
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10. Goodwill and Other Intangible Assets (continued)

* Revised estimates of future pricing for fiber and cable;
* Revised estimates of demand for premium fiber product; and
* Revised estimates for the long-term worldwide market volume growth.

We estimated the fair value of the Telecommunications segment using a discounted cash flow model based on
then-current estimates for the long-term growth of the Telecommunications segment, and concluded that the
fair value of the Telecommunications segment was below its carrying amount. Accordingly, we recorded an
impairment charge of $1,420 million to reduce the carrying value of goodwill to its implied fair value. The
goodwill impairment charge was included in restructuring, impairment, and other charges and (credits) on the
consolidated statement of operations. We updated our Telecommunications segment goodwill test in the fourth
quarter of 2004. The result of the test concluded that the fair value of the reporting unit exceeded its book value
at that time.

We performed a goodwill impairment test for our Specialty Materials reporting unit in the fourth quarter of 2004.
The result of this impairment test indicated that the fair value of our reporting unit exceeded its book value.

As discussed in Note 3 (Restructuring, Impairment and Other Charges and (Credits)), in the third quarter of
2004, we completed the sale of our frequency controls business, which was part of the Telecommunications
segment. As required by SFAS No. 142, “Goodwill and Other Intangible Assets,” we allocated a portion of the
Telecommunications segment goodwill balance to the carrying amount of the frequency controls business in
determining the loss on disposal. The amount of goodwill included in that carrying amount was based on the
relative fair value of the business to be disposed and the portion of the Telecommunications segment to be retained.
The amount of goodwill allocated to the carrying value of frequency controls business was $30 million,

Other Intangible Assets

The carrying amount of other intangible assets follows (in millions):

December 31,
2006 2005
Accumulated Accumulated
Gross Amortization Net  Gross  Amortization  Net

Amortized intangible assets:

Patents and trademarks $ 147 $ 112 $35 § 143 5 88 $55
Non-competition agreements 116 116 11t m
Other 5 1 4 4 ] 3
Total amortized intangible assets 268 229 39 258 200 58
Unamortized intangible assets:
Intangible pension assets (1) 3 3
Total $ 268 $ 229 539  § 261 $ 200 $61

(1)  Intangible pension assets were eliminated under FAS 158 in 2006.

Amortized intangible assets are primarily related to the Telecommunications segment. Amortization expense
related to these intangible assets is expected to be approximately $11 million in 2007 and 2008, $11 million in
2009, and insignificant thereafter.
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11.  Other Liabilities

Other accrued liabilities follow (in millions):

December 31,

2006 2005

Current linbilitics:

Wages and employce benefits $ 363 $ 325

Asbcstos settlement 656 667

Income taxes 125 165

Customer deposits 213 164

Other current liabilitics 311 341
Other accrued liabilitics $1,668 $1,662
Non-current liabilities:

Asbcstos seitlement $ 160 § 152

Customer deposits 420 431

Other non-current liabilities 440 342
Other liabilitics $1,020 § 925

Asbestos Settlement

The current liability is cxpected to be settled by contribution of our investment in PCE, assigned insurance
proceeds, and 25 million shares of Corning common stock, if and when the PCC Plan becomes effective. As the
timing of the scttlement of the obligation under this portion of the PCC liability is outside of Corning’s control,
this liability is considered a “due on demand” obligation. Accordingly, this portion of the obligation has been
classified as a current liability, even though it is possible that the contribution could be made in 2008 or later. The
non-current liability represents the net present value of cash payments which will be contributed to the PCC Plan
in six installments beginning one year after the PCC Plan s effective. Refer to Note 8 (Investments) for additional
information on the asbestos scttlement.

Customer Deposits

In 2005 and 2004, several of Corning’s customers entered into long-term purchase and supply agreements in
which Corning’s Display Technologies segment will supply large-size glass substrates to these customers over
periods of up to six years. As part of the agreements, these customers agreed to make advance cash deposits to
Corning for a portion of the contracicd glass to be purchascd.

Upon receipt of the cash deposits made by customers, we record a customer deposit liability. This liability is
reduced at the time of future product sales over the life of the agrecments. As product is shipped to a customer,
Corning recognizes revenue at the selling price and issues credit memoranda for an agreed amount of the customer
deposit liability. The credit memoranda are applied against customer receivables resulting from the sale of product,
thus reducing operating cash flows in later periods as these credits are applied for cash deposits received in carlier
periods.

Customer deposits have been or will be received in the following periods (in millions):

2005 2006 Estimated 2007 Total
Gross customer deposits reccived $457 $171 $105 $733

In 2006 and 2005, we issucd credit memoranda which totaled $126 million and $29 million for the years,
respectively. These credits are not included (netted) in the above amounts.




11. Other Liabilities (continued)

Customer deposit liabilities were $633 million and $595 million at December 31, 2006 and 2005, respectively, of
which $213 million and $164 million, respectively, were recorded in the current portion of other accrued liabilities
in our consolidated balance sheets.

In the event customers do not make all customer deposit installment payments or elect not to purchase the agreed
upon quantities of product, subject to specific conditions outlined in the agreements, Corning may retain certain
amounts of the customer deposits. If Corning does not deliver agreed upon product quantities, subject to specific
conditions outlined in the agreements, Corning may be required to return certain amounts of customer deposits.

12. Debt

(In millions):

December 31,

2006 2005
Current portion of long-term debt $ 20 I3
Long-term debt
Notes, 6.3%, due 2009 : $ 54 $ 150
Euro notes, 6.25%, due 2010 270 355
Debentures, 6.75%, due 2013 100 100
Debentures, 5.90%, due 2014 200 200
Debentures, callable, 6.05%, due 2015 100 100
Debentures, 6.20%, due 2016 200 200
Debentures, 8.875%, due 2016 80 81
Debentures, 8.875%, due 2021 81 82
Medium-term notes, average rate 7.66%, due through 2025 45 175
Debentures, 6.85%, due 2029 150 150
Debentures, callable, 7.25%, due 2036 250 '
Other, average rate 3.2%, due through 2015 186 214
Total long-term debt 1,716 1,807
Less current portion of long-term debt . : 20 18
Long-term debt - $1.696 $1,789

At December 31, 2006 and 2005, the weighted-average interest rate on short-term borrowings was 2.4% and 2.2%,
respectively. -

Based on borrowing rates currently available to us for loans with similar terms and maturities, the fair value of
long-term debt was $1.8 billion at December 31, 2006, and $1.9 billion at December 31, 2005.

The following table shows debt maturities by year at December 31, 2006 (in millions);

2007 2008 2009 2010 2011 Thereafter
$20 $20 $72 $297 351 $1,247

In the first quarter of 2005, we completed negotiations with a group of banks on a new revolving credit facility.
Concurrent with the closing of this credit facility, we terminated our previous $2 billion revolving line of credit
that was set to expire in August 2005. The facility negotiated in 2005 provided us access to a $975 million
unsecured multi-currency revolving line of credit and was set to expire in March 2010.
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12. Debt {continued)

In the fourth quarter of 2006, we amended our existing revolving credit facility. The amended facility provides
us access 1o a $1.1 billion unsecured multi-currency line of credit and expires in 2011, The facility includes two
financial covenants, including a leverage test (debt to capital ratio), and an interest coverage ratio (calculated on the
most recent four quarters). As of December 31, 2006, we were in compliance with these covenants.

Debt Retirements

During the ycars ended December 31, 2006, 2005 and 2004, we rctired 2 significant portion of our outstanding
notes and debentures as part of a debt reduction program. The debt was retired through a combination of cash
repurchases and exchanges for Corning common stock. The following table summarizes the activities related to
our debt retirements (in millions):

Book Value of

Debentures Cash Shares
Retired Paid Issued Loss
2006 activity:
Debentures, 8.3%, due 2025 (1) $129 $129
Eure Notes, 6.25%, due 2010 119 127 s (8
Debentures, 6.3%, due 2009 9 99 . (3
Other Loans payable 27 27
Total 2006 activity $371 $382 $ (1)
2005 activity:
Convertible debentures, 3.5%, due 2008 $297 $ 2 31
Euro notes, 5.625%, duc 2005 189 189
Oak 4 7/8% Subordinated notes, due 2008 96 6
Debentures, 7% due 2007 88 100 £ (12)
Zero coupon convertible debentures, 2%, due 2015 277 277(2) 4)
Other Loans payable 11 11
Total 2005 activity $958 $579 37 $ (16)
2004 activity:
Convertible debentures, 3.5%, due 2008 $368 5 37 K} 3 (36)
Zero coupon convertible debentures, 2%, due 2015 119 117
Other Loans payable 115 115
Total 2004 activity - 8602 $269 38 $ (36)

(1)  Book value includes a deferred gain related 1o an interest rate swap on the 8.3% coupon medium-term notes due April
4, 2025 of $5 million.

{(2) The zero coupon convertible debentures cash payment includes $23 million of interest.
Issuance of Long-Term Debt

At December 31, 2006, our remaining capacity under the shelf registration statement was approximately $1.8
billion. In the third quarter of 2006, we issued $250 million of 7.25% senior unsecured notes for nct proceeds of
approximately $246 million. The notes mature on August 15, 2036. We can redeem or repurchase the debentures
at any time.




r
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12. Debt (continned)

In the second quarter of 2005, we issued $100 million of 6.05% senior unsecured notes for net proceeds of
approximately $99 million. The notes mature on June 15, 2015. We may redeem the debentures at any time.
The $100 miltion debt issuance, along with a common stock offering of 20 million shares for net proceeds of
approximately $323 million, were issued under our existing $5 billion universal shelf registration statement that
became effective in March 2001.

In the first quarter of 2004, we issued $400 million of debentures, of which $200 million aggregate principal
amount of 5.90% notes mature on March 15, 2014, and $200 million aggregate principal amount of 6.20% notes
mature on March 15, 2016. These debentures were issued under our existing $5 billion universal shelf registration
statement, which became effective in March 2001. We realized net proceeds of approximately $396 million from
the issuance of these debentures, which was used to fund debt repurchases, capital expenditures, and cost of
operations.

In 2004, Corning entered into a 10-year loan agreement with a Japanese bank to fund certain capital expansion
activities in Japan. An initial loan of approximately $46 million, bearing interest at 2,6%, was received in 2004.
A final loan of approximately $48 million, bearing interest at 2.1%, was received in January 2005. The loans will
amortize equally from July 2006 through maturity.

13. Employee Retirement Plans
Defined Benefit Plans

We have defined benefit pension plans covering certain domestic and international employees. Our funding policy
has been to contribute, as necessary, an amount in excess of the minimum requirements in order to achieve the
company’s long-term funding targets. In 2006, we made an incremental contribution of $15 million to our domestic
and international pension plans. In 2005, we issued and contributed 10 million shares of Corning common stock,
with a value of approximately $199 million, to our domestic defined benefit plan. In 2004, we made a voluntary
incremental contribution of $52 million to our domestic and international pension plans.

We use a December 31 measurement date for our domestic defined benefit plans.” The measurement dates for our
forelgn defmed benefit pensmn plans are September 30. .

|\.

In 2000 we amended our U.S. pension plan o include a cash balance pension feature, Certain salaried and
non-union hourly employees remain in the traditional defined benefit plan. All salaried and non-union hourly
employees hired after July 1, 2000, are automatically participants in the new cash balance plan. Under the cash
balance plan, employee accounts are credited monthly with a percentage of eligible pay based on age and years of
service. Benefits are 100% vested after five years of service. The Pension Protection Act of 2006 requires vesting
after three years for cash balance plans by January 1, 2008. Corning will adopt this measure on January 1, 2008.

Corning offers postretirement plans that provide health care and life insurance benefits for retirees and eligible
dependents. Certain employees may become eligible for such postretirement benefits upon reaching retirement
age. Prior to January'1, 2003, our principal retiree medical plans required retiree contributions each year equal to
the excess of medical cost'increases over general inflation rates. For current retirees (mcludmg surviving spouses)
and active employees eligible for the salaried retiree medical program, we have placed a “cap” on the amount we
will contribute toward retiree medical coverage in the future. The cap will equal 120% of our 2005 contributions
toward retiree medical benefits. Once gur contributions toward salaried retiree medical costs reach this cap,
impacted retirees will have to pay the excess amount in addition to their regular contributions for coverage.

3
'

163

s|eueuly 9007




sjenueuld 9002*

L

13. Employee Retirement Plans (continued) T T S T PR T

Plan Assets . N TS BRI L.
The weighted-average asset allocation for domestic and infernational pension plans at December 31, 2006 and
December 31, 2005 by asset category were ag follows: R

R 3

: o R S e i Plan Assets
' . . : o At December 31,
o oL e e 2006 2005
Equity Securities | \ . o 39% 40%
Fixed Income Securities - 42% 42%
Rcal Estate - — _ . . - - - 5%. - 5%
Other - T - B T - 14% 13%

Total - ‘ o 100% 100%

3 * LY

The total fair value of domestic plan assets at December 3.1,"2006 was, $2,l.20- milliqn and the expected lohg':tﬁf,rp
rate of return on these assets was 8%. ' ' ' t ‘ o

p]

c = - -
. . . 4w . 4

We have an investment policy for domestic and international pension plans with a primary objective to adequately
provide for both the growth and liquidity needed to support all current and future benefit payment obligations. For
domestic plans, the investment strategy.is to invest in a diversified portfolio of assets which are expected to.satisfy
the above objective and produce both absolute and risk adjusted returns competitive with a benchmark that for
domestic plans is 60% Russell 3000 Index, 20% Lehman Long Government/Credit Index and 20% Lehman Long
Credit Index. For international plans, the investment strategy is the same as for domestic plans and the benchmark
is a composite of 50% equities and 50% fixed income indexes. The. strategy includes.the following target asset

allocation: ‘ o R
. . — .. “Domestic. _.: .. . International
Equity Securities _ J39% 48%
Fixed Income Securities St IS Y | S £
Real Estate ' . Gt ! 6% ) .
Other . . 15%. . 3%
Total ’ : - 100% 100%

A tactical allocation mandate, which is part of the domestic asset investment stratégy, allows the actual domestic
allocation in equity securities to be reduced by a maximum of 6% relative to the total domestic assets based on
market valuations. oo oo ST

L., 4 FIET I

T s

Equity securities include Corning common stock in the amount of $10 million (0.5% of total domestic plan assets)
and $11 million (0.5% of'total domestic plan assets) at December 31, 2006 and 2005, respectively. -

S RN PR . ML : : T
Cash Flow Data _ ; J o _ ‘ . ) .
We anticipate making voluntary cash contributions of approximately $100 million to our domestic and international

pension plans in 2007. .

e : P

' . . sy . P +
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13. Employee Retirement Plans (continued)

The following reflects the gross benefit payments which are expected to be paid for the domestic and international
plans and the gross amount of annual Medicare Part D federal subsidy expected 1o be received (in millions):

Expected Benefit Payments Expected Federal Subsidy Payments
Pension Benefits  Postretirement Benefits Post Retirement Benefits
2007 $165 $ 75 $ 7
2008 168 $ 79 7
2009 $168 $ 83 38
2010 $173 $ 87 $ 8
2011 3178 $ 9% $09
Years 2012-2015 3875 5489 $49

Other Benefit Plans

We offer defined contribution planscovering employees meeting certain eligibility requirements. Total consolidated
defined contribution plan cxpensc was $34 million, $34 million and $28 million for the years ended December 31,
2006, 2005 and 2004, respectively.

14. Commitments, Contingencies, and Guarantees

The amounts of our obligations follow (in millions):

Amount of commitment and contingency expiration per period

Less than lto2 2103 3to4 5 years and
Total | year ycars yecars years thercafter
Performance bonds and guarantees $§ 70 5 14 3 s 31 51 § 49
Credit facilitics for equity companies 177 16 161
Stand-by letters of credit (1) 73 63 10
Loan guarantces 14 | 13
Subtotal of commitment expirations per period $ 334 § 78 15 37 1 3 223
Purchase obligations 161 74 30 26 22 9
Capital expenditure obligations (2) 261 261
Total debt ¢3) 1,707 20 20 72 297 1,298
Minimum rental commitments 286 62 66 28 24 106
Interest on long-term debt (4} 1,390 106 105 103 101 975
Subtotal of contractual obligation payments due by
period $3.805 $523 $22] 5229 $444 $2,388
Total commitments and contingencics $4,139 $ 601 $236 $246 $445 52,611

(1) At December 31, 2006, $35 million of the $73 million was included in other accrued liabilities on our consclidated
balance sheets.

(2)  Capital expenditure obligations, primarily related to our Display Technologies segment expansions, are included on our
balance sheet.

(3} At December 31, 2006, $1.716 million was included on our balance sheet. Amounts above are stated at their maturity
value,

(4)  The estimate of interest payments assumes interest is paid through the date of maturity/expiration of the related debt,
based upon stated rates in the respective debt instruments.
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14. Commitments, Contingencies, and Guarantees {continued)

FASB Interpretation No. 45, “Guarantor’s Accounting and Disclosure Requircments for Guarantees, Including
Indirect Guarantees of Indebtedness of Others” (FIN 45), requires a company, at the time a guarantee is issued,
to recognize a liability for the fair value or market value of the obligation it assumes. In the normal course of our
business, we do not routinely provide significant third-party guarantees. Generally, third-party guarantees provided
by Corning are limited to certain financial guarantees, including stand-by letters of credit and performance bonds,
and the incurrence of contingent liabilities in the form of purchase price adjustments related to attainment of
milestones. These guarantees have various terms, and none of these guarantecs are individually significant.

We have agreed to provide a credit facility related to Dow Corning. The funding of the Dow Corning credit
facility will be required only if Dow Corning is not otherwise able to mect its scheduled funding obligations in
its confirmed Bankruptcy Plan. The purchase obligations primarily rcpresent raw material and energy-related
take-or-pay contracts. We believe a significant majority of these guarantees and contingent liabilities will expire
without being funded.

Minimum rental commitments under leases outstanding at December 31, 2006 follow {in millions):

2007 2008 2009 2010 2011 2012 and thereafter

$62 $66 328 524 $24 $82

Total rental expense was $65 million for 2006, $67 million for 2005 and $54 million for 2004.

A reconciliation of the changes in the product warranty liability for the year ended December 31 follows (in
millions}).

2006 2005
Balance at January 1 $27 $ 42
Adjustments for warranties issued for current year sales $ 7 $ 5
Adjustments for warranties related to prior year sales $(6) $ (6)
Foreign currency translation (M
Settlements made during the current year $(2) $(13)
Balance at December 31 526 $ 27

Corning is a defendant in various lawsuits, including environmental, product-related suits, the Dow Corning and
PCC matters discussed in Note 8 (Investments), and is subject to various claims which arise in the normal course
of business. In the opinion of management, the ultimate disposition of these matters will not have a material
adverse effect on Corning’s consolidated financial position, liquidity, or results of operations.

We have been named by the Environmental Protection Agency under the Superfund Act, or by state governments
under similar state laws, as a potentially responsible party for 18 active hazardous waste sites. Under the Superfund
Act, all partics who may have contributed any waste to a hazardous waste site, identified by such Agency, are
jointly and severaly liable for the cost of cleanup unless the Agency agrees otherwise. It is our policy to accrue
for the estimated liability related to Superfund sites and other environmental liabilities related to property owned
and operated by us based on expert analysis and continual monitoring by both internal and external consultants.
At December 31, 2006 and 2005, we had accrued approximately $16 million (undiscounted) and $13 million
(undiscounted), respectively, for the estimated liability for environmental cleanup and related litigation. Based
upon the information developed to date, we believe that the accrued amount is a reasonable estimate of our liability
and that the risk of an additional loss in an amount materially higher than that accrued is remote.




14. Commitments, Contingencies, and Guarantees (continued)

The ability of certain subsidiaries and affiliated companics to transfer funds is limited by provisions of foreign
government regulations, affiliate agreements and certain loan agreements. At December 31, 2006, the amount of
equity subject to such restrictions for consolidated subsidiaries totaled $151 million. While this amount is legally
restricted, it does not result in operational difficulties since we have generally permitted subsidiaries to retain a
majority of equity to support their growth programs.

15. Hedging Activities

We operate and conduct business in many foreign countries and as a result are exposed to movements in foreign
currency exchange rates. Our exposure to exchange rate effects includes:

»  exchange rate movements on financial instruments and transactions denominated in foreign currencies that
impact earnings, and

* . exchange rate movements upon translation of net assets in foreign subsidiaries for which the functional
s currency is not the U.S. dollar that impact our net equity.

Our most significant foreign currency exposures relate to Japan, Korea, Taiwan, and western European countries.
We selectively enter into foreign exchange forward and option contracts with durations generally 15 months or less
to hedge our exposure to exchange rate risk on foreign source income and purchases. The hedges are scheduled
to mature coincident with the timing of the underlying foreign currency commitments and transactions. The
objective of these contracts is to neutralize the impact of exchange rate movements on our operating results.

We engage in foreign currency hedging activities to reduce the risk that changes in exchange rates will adversely
affect the eventual net cash flows resulting from the sale of products to foreign customers and purchases from
foreign suppliers. The hedge contracts reduce the exposure to fluctuations in exchange rate movements because
the gains and losses associated with foreign currency balances and transactions are generally offset with gains
and losses of the hedge contracts. Because the impact of movements in foreign exchange rates on the value of
hedge contracts offsets the related impact on the underlying items being hedged, these financial instruments help
allleviate the risk that might otherwise result from currency exchange rate fluctuations.

The following table summarizes the notionat amounts and respective fair values of Corning’s derivative financial
instruments, which mature at varying dates, at December 31, 2006 (in millions):

Notional Amount Fair Value
Foreign exchange forward contracts $945 $30
Foreign exchange option contracts $450 $9

The forward and option contracts we use in managing our foreign currency exposures contain an element of
risk in that the counterparties may be unable to meet the terms of the agreements. However, we minimize this
risk by limiting the counterparties to a diverse group of highly-rated major domestic and international financial
institutions with which we have other financial relationships. We are exposed to potential losses in the event of
non-performance by these counterparties; however, we do not expect to record any losses as a result of counterparty
default. We do not require and are not required to place collateral for these financial instruments.

In the second quarter of 2005, Corning began using derivative instruments (forwards) to limit the exposure to
foreign currency fluctuations associated with certain monetary assets and liabilities. These derivative instruments
are not designated as hedging instruments for accounting purposes and, as such, are referred to as undesignated
hedges. Changes in the fair value of undesignated hedges are recorded in current period earnings in the other
income, net component, along with the foreign currency gains and losses arising from the underlying monetary
assets or liabilities in the consolidated statement of operations. At December 31, 2006, the notional amount of the
undesignated derivatives was $836 million.
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15. Hedging Activities (continued)

Cash Flow Hedges

Corning has cash flow hedges that are comprised of foreign exchange forward and option contracts. The critical
terms of each cash flow hedge are identical to the critical terms of the hedged item. Therefore, Corning utilizes
the critical terms test under SFAS 133, “Accounting for Derivative Instruments and Hedging Activities” (SFAS
133), and the presumption is that there is no hedge ineffectiveness as long as the critical terms of the hedge and the
hedged item do not change. During the third quarter of 2006, Corning determined that 2,174 million Japanese yen
(19.6 million U.S. dollar equivalent) of anticipated sales transactions would not occur as originally specified. The
hedges on these anticipated sales transactions were considered to be ineffective as the critical terms of the hedges
and hedged items no longer matched. These derivative financial instruments were de-designated as cash flow
hedges, and the gain was recorded immediately in other income, net, in the consolidated statement of operations.
The notional amount of the hedges that were de-designated was $19.6 million; a corresponding gain of $0.9 million
resulted from this ineffectiveness.

Corning defers net gains and losses from cash flow hedges into accumulated other comprehensive income on the
consolidated balance sheet until such time as the hedged item impacts earnings. At that time, Corning reclassifies
net gains and losses from cash flow hedges into the same line item of the consolidated statement of operations as
where the effects of the hedged item are recorded, typically sales, cost of sales, or royalty income. Amounts are
reclassified from accumulated other comprehensive income when the underlying hedged item impacts earnings.
At December 31, 2006, the amount of net gains expected to be reclassified into earnings within the next 12 months
is $14 million.

Fair Value Hedges

Corning records net gains and losses from fair value hedges into the same line item of the consolidated statement
of operations as where the cffects of the hedged item are recorded. There were no outstanding fair value hedges
in 2006 or 2005.

Net Investment in Foreign Operations

We have issued foreign currency denominated debt that has been designated as a hedge of the net investment in
a forcign operation. The effective portion of the changes in fair value of the debt is reflected as a component of
other accumulated comprehensive income (loss) as part of the foreign currency translation adjustment. Net losses
related to this investment included in the cumulative translation adjustment at December 31, 2006 and 2005, were
$139 million and $107 million, respectively.
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16. Shareholders’ Equity

The following table presents changes in capital stock for the period from January 1, 2004 to December 31, 2006
{(in millions):

Series C Preferred Stock Common Stock Treasury Stock
: Shares Par Value Shares Par Value Shares Cost
Balance at December 31, 2003 1 $ 85 1,401 $701 (58) 3 (574)
Conversion of preferred stock 2n 11 5
Shares issued to benefit plans 4 36
Shares issued in debt retirement 38 379
Other 12 6 (3
Balance at December 31, 2004 1 5 64 1,424 $712 (16) $ (162)
Shares issued in equity offerings 20 10
Conversion of preferred stock (1) (64) 32 lo
Shares issued to benefit plans
and for option exercises 39 20 1
Shares issued in debt retirement 37 8
Other {7
Balance at December 31, 2005 1,552 $776 (16) § (168)

Shares issued in equity offerings
Conversion of preferred stock
Shares issued to benefit plans

and for option exercises 30 15 (11)
Shares issued in debt retirement
Other 4] (22)
Balance at December 31, 2006 1,582 $791 {17) $ (20D
Prefe}red Stock

We have designated 2.4 million shares as Series A Junior Participating Preferred Stock for which no shares have
been issued. In June 1996, the Board of Directors approved the renewal of the Preferred Share Purchase Right
Plan, which entitles shareholders to purchase 0.01 of a share of Series A Junior Participating Preferred Stock upon
the occurrence of certain events. In addition, the rights entitle shareholders to purchase shares of common stock
at a 30% discount in the event a person or group acquires 20% or more of our outstanding common stock. The
preferred share purchase rights became effective July 15, 1996 and expired July 15, 2006.

In 2002, Corning issued 5.75 million shares of 7.00% Series C Mandatory Convertible Preferred Stock. On the
mandatory conversion date of August 15, 2005, the remaining outstanding shares were converted into Corning
common stock at a conversion rate of 50,813 shares of common stock for each preferred share. Upon conversion
of the preferred shares, we issued 31 mitlion shares of Corning common stock resuiting in an increase to equity of
$62 million. The Series C mandatory convertible preferred stock had a liquidation preference of $100 per share,
plus accrued and unpaid dividends. At December 31, 2006 and 2005, there were no outstanding shares of Series
C Mandatory Convertible Preferred Stock.
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16. Shareholders’ Equity (continued)
Accumulated Other Comprehensive Income (Loss)

A summary of the components of other comprehensive income (loss), including our proportionate share of equity
method investee’s other comprehensive income (loss), is as follows (in millions):

Minimum
pension Net Net
Foreign fiability unrealized unrealized Accumuiated
currency adjustment gains gains (losses) other
translation  and adoption (losses) on oncash flow  comprehensive
adjustment _ of SFAS 158  investments hedges income (loss}
Balance at December 31, 2003 $ 252 $(147) $ 3 $ (6 $ 102
Foreign currency translation adjusiment (2) 178 178
Minimum pension liability adjustment {12} (126) (126}
Net unrealized gain on investments (2) 8 8
Unrealized derivative loss on cash flow hedges (2) (19) (19
Reclassification adjustments an cash flow hedges (2) 13 13
Balance at December 31, 2004 3 430 $(273) $ 11 $ (12) § 156
Foreign currency translation adjustment (2} (255) (255)
Minimum pension liability adjustment (1)t4} 246 246
Net unrealized loss on investments (3} (13) (13)
Unrealized derivative gain on cash flow hedges (2) 23 23
Reclassification adjustments on cash flow hedges (2) 21 21
Balance at December 31, 2005 $ 175 $ (27 $ (2) § 32 $ 178
Foreign currency translation adjustment (2} 203 203
Minimum pension liability adjustment (1)(4) 37 37
Net unrealized gain on investments 2 2
Unrealized derivative gain on cash flow hedges (2) 8 8
Adoption of SFAS 1358 (I1X5) (763) {763)
Reclassification adjustments on cash flow hedges (2) (25) (25)
Balance at December 31, 2006 $ 3718 $(753) $ 0 $ 15 $(360)

(1) Includes adjustments from Dow Corning.

(2) Zero tax effect for 2004,2005 and 2006. Refer to Note 7 {Income Taxes) for an explanation of Corning's tax paying
position.

(3)  Net of tax effect of $2 million in 2005.

(4}  Net of tax effect of $6 million and $84 million for years 2006 and 2005, respectively.

(5) Netof tax effect of $10 million in 2006.

17. Earnings (Loss) Per Common Share

Basic earnings (loss) per common share is computed by dividing income (loss) attributable to common sharcholders
by the weighted-average number of common shares outstanding for the period. Diluted earnings (loss) per common
share assumes the issuance of common shares for all potentially dilutive securities outstanding. Since we reported
a loss from continuing operations in 2004, the diluted loss per common share is the same as the basic loss per
common share, as any potcntially dilutive securities would reduce the loss per common share from continuing
operations.
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17. Earnings (Loss) Per Common Share (continued)

The reconciliation of the amounts used to compute basic and diluted loss per common share from continuing
operations follows (in millions, except per share amounts):

For the years ended December 31,

2006 2005 2004
Weighted- Per Weighted- Per Weighted- Per
Average Share Average Share Average Share
Income Shares Amount Income Shares Amount Loss Shares Amount
Basic earntngs (loss)
per common share $1,855 1,550 $1.20 $585 1,464 $0.40 $(2,251) 1,386 $(1.62)
Effect of dilutive securities:
Stock compensation awards 44 41 N
7% mandatory convertible 8
preferred stock (1) 20 : b
3.5% convertible debentures 3 10 '_l'l_
=
Diluted Earnings (Loss) fot)
Per Common Share $1,855 1,594 $1.16 $588 1,535 $0.38  $(2,25D) 1,386 $(1.62) 2
')
(1)  Onthe mandatory conversion date of August 16, 2005, the remaining shares of our 7.00% Series C Mandatory Convertible w

Preferred Stock were converied into Corning common stock at a conversion rate of 50,813 shares of common stock for
each preferred share. Upon conversion of the preferred shares, we issued 31 million shares of Corning common stock
resulting in an increase to equity of $62 million,

The foliowing potential common shares were excluded from the calculation of diluted earnings/loss per common
share due to their anti-dilutive effect or, in the case of stock options, because their exercise price was greater than
the average market price for the periods presented (in millions);

For the years ended December 31,

2006 2005 2004
Potential common shares excluded from the calculation of diluted
earnings (loss) per share:
| Stock options 34
\ 7% mandatory convertible preferred stock (1) 36
| 3.5% convertible debentures 4]
| 4.875% convertible notes (2) 4 6
Zero coupon convertible debentures 2 3
Total 6 120
Stock options excluded from the calculation of diluted earnings (loss)
per share because the exercise price was greater than the average

(1)  Onthemandatory conversion date of August 16, 2005, the remaining shares of our 7.00% Sertes C Mandatory Convertible
" Preferred Stock were converted into Corning common stock at a conversion rate of 50,813 shares of common stock for
each preferred share. Upon conversion of the preferred shares, we issued 31 million shares of Corning common stock

|

|

'\

\ market price of the common shares 29 47 59
\

)

! resulting in an increase to equity of $62 million.

|
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17. Earnings (Loss) Per Common Share (continued)

(2) In the third quarter of 2005, substantially all holders of our $96 million outstanding Oak 4 7/8% subordinated notcs
elected to convert their notes into Corning common stock. The conversion ratio was 64.41381 shares of Corning
common stock for each $1,000 principal amount of notes. Upon the conversion of these notes, we issued 6 million shares
of Corning common stock resulting in an increase to equity of $95 million.

18. Share-based Compensation
Stock Compensation Plans

Corning’s sharc-based compensation programs include the following: employee stock options, time-based
restricted stock, performance-based restricted stock, and the Worldwide Employee Stock Purchase Plan ({WESPP).
At December 31, 2006, our stock compensation programs were in accordance with the 2005 Employee Equity
Participation Program and the 2003 Equity Plan for Non-Employee Directors Program. Any ungranted shares
from prior years will be available for grant in the current year. Any remaining shares available for grant, but not
yet granted, will be carried over and used in the following year. At December 31, 2006, there were approximately
100 million shares available for grant.

On January 1, 2006, the Company adopted SFAS 123(R). SFAS 123(R) requires the measurement and recognition
of compensation cost for all share-based payment awards made to employees and directors, including grants of
employee stock options and employee stock purchases related to the WESPP, based on estimated fair values.
Prior to the adoption of SFAS 123(R), the Company accounted for share-based awards to employees and directors
using the intrinsic value method in accordance with APB 25 as allowed under SFAS 123. Under the intrinsic
value method, no share-based compensation cost related to stock options had been recognized in the Company’s
Consolidated Statements of Operations, because the exercise price was at least equal to the market value of the
common stock on the grant date. As a result, the recognition of share-based compensation cost was generally
limited to the expense attributed to restricted stock awards and stock option modifications. SFAS 123(R}is a
revision of SFAS 123 and supercedes APB 25.

The Company clected to use the modified prospective transition method upon adoption of SFAS 123(R), which
requires the application of the accounting standard as of January 1, 2006, the first day of the Company’s fiscal
year 2006. In accordance with the modified prospective transition method, the Company’s Consolidated Financial
Statements for prior periods have not been restated to reflect, and do not include, the impact of SFAS 123(R).

For share-based payment grants on or after December 1, 2005, the Company estimated the fair value of such grants
using a lattice-based option valuation model. Prior to December 1, 2005, the Company estimated the fair value of
share-based payment awards using the Black-Scholes option pricing model. Prior to January 1, 2006, these fair
values were utilized in developing the Company’s pro forma disclosure information required under SFAS 123,

Under SFAS 123(R), for sharc-based payment awards granted subsequent to January 1, 2006, the fair value of
awards that are expected to ultimately vest is recognized as expense over the requisite service periods. SFAS
123(R) requires forfeitures to be estimated at the time of the grant in order to estimate the amount of sharc-based
payment awards that will ultimately vest. Forfeiture rates are based on historical rates. The estimated forfeiture
rate will be adjusted if actual forfeitures differ from the original estimates. The effect of any change in estimated
forfeitures would be recognized through a cumulative catch-up adjustment that would be included in compensation
cost in the period of the change in estimate. For share-based payment awards granted prior to January 1, 2006,
the Company will recognize the remaining unvested SFAS 123 pro forma expense according to their remaining
vesting conditions.
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18. Share-based Compensation (continued)

Share-based compensation cost recognized under SFAS 123(R) for the year ended December 31, 2006, was 381
million and included (1) employee stock options, (2) time-based restricted stock, (3) performance-based restricted
stock, and (4) the WESPP. Share-based compensation recognized under APB 25 for the years ended December 31,
2005 and 2004 was $37 million and $11 million, respectively and included (1) time-based restricted stock and (2)
performance-based restricted stock. Compensation cost of $127 million was included in operating activities on the
Company’s Consolidated Statements of Cash Flows for the year ended December 31, 2006, of which $81 million
is attributed to the effect of the change from applying the original provisions of SFAS 123 to the adoption of SFAS
123(R). No tax benefits were attributed to the share-based compensation cost because a valuation allowance was
maintained for substantially all net deferred tax assets.

On November 10, 2005, the FASB issued FASB Staff Position (FSP) No. SFAS 123(R)-3, “Transition Election
Related to Accounting for Tax Effects of Share-Based Payment Awards.” This FSP provides an elective alternative
transition method related to accounting for the tax effects of share-based payments to employees which is different
from the transition method prescribed by SFAS 123R. The alternative method includes simplified methods to
establish the beginning balance of additional paid-in capital related to the tax effects of employee share-based
compensation (the APIC pool), and to determine the subsequent impact on the APIC pool and the company’s
consolidated statements of cash flows of the tax effects of employee share-based compensation awards that
were outstanding upon adoption of SFAS 123(R). Corning has elected to adopt the alternative transition method
provided in this FSP for calculating the tax effects of share-based compensation pursuant to SFAS 123(R).

The following table illustrates the effect of the change from applying the original provisions of SFAS 123 to the
adoption of SFAS 123(R) on 2006 income from continuing operations and earnings per share {in miliions, except
per share amounts):

Year ended December 31, 2006

Income from continuing operations before income taxes $ 81
Income from continuing operations $ 381
Net income available to common stockholders § 81
Earnings per Common Share — Basic:
Income from continuing operations $0.05
Net income $0.05
Earnings per Common Share — Diluted:
Income from continuing operations $0.05
Net income $0.05
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18. Share-based Compensation (continued) : '

The following table illustrates the effect on 2005 and 2004 net income (loss) and earnings (loss) per share as if
the Company had applicd the fair value recognition provisions of SFAS No. 123, as amended by SFAS No. 148;
“Accounting for Stock-Based Compensation — Transition and Disclosure.” This standard preceded SFAS 123(R)
and required different measurement criteria (in millions, except per sharec amounts):

Years ended December 31,

2005 2004

Net income (loss), as reporied . T 8 585 $(2,231)
Add: Stock-based employee compensation expense included.in ' )

reperted net income (loss), net of related tax effects ' 37 11
Deduct: Total stock-based compensation expense determined under :

the fair value based method, net of related tax effects . . (68) (168)
Net income (loss), pro forma . - $ 554 $(2,388)
Earnings (loss) per Common Share — Basic:- . . . : .

Asreported - o C $0.40 $ (1.6])

Pro forma : -$0.38 £ (1.72)
Earnings (loss) per Common Share — Diluted: ' :

As reported ' : ' $0.38. $ (161)

Pro forma : C - ‘ ' B $0.36 $ (1.7

On December 1, 2004, Corning’s Compensation Committee of the Board of Directors considered and adopted
a proposal that accelerated the vesting of all unvested underwater options held by active employees. Unvested
underwater options were defined as options granted prior to December 1, 2004, with a grant price greater than
$12.70. Approximately 7 million stock options, or 5 percent of Corning’s outstanding stock options, were
accelerated. This action was one of a series of actions taken to manage Corning’s anticipated future compensation
cost for all forms of equity incentives within an acceptable range once SFAS 123(R) was adopted. Other actions
included reducing the use of stock options for all employees, increasing the use of performance shares in the
executive plan, and reviewing the cost considerations of the global employee share purchase program. As aresult
of the accelerated vesting, the 2004 “stock-based compensation expensc determined under the fair value based
method, net of related tax effects” amount above includes $13 million of incremental expense relating to these

accelerated options.
Stock Options o : '

Our stock option plans provide non-qualified and incentive stock options to purchase authorized but unissued or
treasury shares at the market price on the grant date and generally become exercisable in installments from one to
five years from the grant date. The maximum term of non-qualified and incentive stock options is 10 years from
the grant date.
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18. Share-based Compensation (continued)

The following table summarizes information concerning options outstanding including the related transactions
under the options plans for the year ended December 31, 2006:

Weighted-
Weighted- Average Aggregate
Number of Average Remaining Intrinsic
Shares Exercise  Contractual Value
{in thousands) Price Term in Years (in thousands)

Options Qutstanding as of December 31, 2005 120,504 $21.67

Granted 7,748 $24.43

Exercised {(28,891) $10.87

Forfeited and Expired (3,631) $47.52
Options Outstanding as of December 31, 2006 95,730 $24.19 5.78 $570,846
Options Exercisable as of December 31, 2006 78,006 $26.04 521 $479,631

The aggregate intrinsic value (market value of stock less option exercise price) in the preceding table represents the
total pretax intrinsic value, based on the Company’s closing stock price on December 29, 2006, which would have
been received by the option holders had all option holders exercised their options as of that date. The total number
of in-the-money options exercisable on December 31, 2006, was approximately 48 million.

The weighted-average grant-date fair value for options granted for the years ended December 31, 2006, 2005, and
2004 was $9.42, $6.18, and $4.99, respectively. The total fair value of options that vested during the years ended
December 31, 2006, 2005, and 2004 was approximately $74 million, $72 million, and $333 million, respectively.
Compensation cost related to stock options for the year ended December 31, 2006, was approximately $76 million,
and there was zero cost for years ended December 31, 2005 and 2004, respectively.

As of December 31, 2006, there was approximately $47 million of unrecognized compensation cost related to stock
options granted under the Plan. The cost is expected to be recognized over a weighted-average period of 1.35 years.

Proceeds received from the exercise of stock options were $303 million for the year ended December 31, 2006,
which was included in financing activities on the Company’s Consolidated Statemnents of Cash Flows. The total
intrinsic value of options exercised for the years ended December 31, 2006, 2005, and 2004 was approximately
$374 million, $216 million, and $49 million, respectively, which is currently deductible for tax purposes. However,
these tax benefits were not realized due to net operating loss carryforwards available to the Company. Refer to
Note 7 (Income Taxes) to the consolidated financial statements,

For stock options granted prior to January 1, 2006, Corning specified that the employee will continue to vest
in the award after retirement without providing any additional services. Corning accounted for this type of
arrangement by recognizing compensation cost on a pro forma disclosure basis over the requisite vesting period
(the “stated vesting period approach™). For time-based and performance-based restricted stock granted prior to
January 1, 2006, Corning specified that the employee will vest in the award after retirement without providing any
additional services. Corning accounted for this type of arrangement by recognizing compensation cost over the
nominal vesting period and, if the employee retires before the end of the vesting period, recognizing any remaining
unrecognized compensation cost at the date of retirement (the “nominal vesting period approach”). SFAS 123(R)
specifies that an award is vested when the employee’s retention of the award is no longer contingent on providing
subsequent service (the “non-substantive vesting period approach™). That would be the case for Corning awards
that vest when employees retire and are granted to retirement eligible employees. Effective January 1, 2006,
related compensation cost must be recognized immediately for awards granted to retirement eligible employees or
over the period from the grant date to the date retirement eligibility is achieved, if that is expected to occur during
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18. Share-based Compensation (continued)

the stated or nominal vesting period. For those share-based awards granted during the year ended December
31, 2006, Corning recognized approximately $il million in additional compensation cost in applying the non-
substantive vesting period approach versus the stated and nominal period approaches.

For stock options granted prior to December 1, 2003, the fair value of stock options was estimated using the Black-
Scholes option-pricing model. The following are weighted-average inputs for the Black-Scholes option-pricing
model used for grants under our stock plans through November 2005 and in 2004, respectively:

2005 2004
Expected life in years 4 4
Risk free interest rate 3.8% 3.4%
Expected volatility 50% 50%
Expected dividends 0 0

During 2004, Corning updated its analysis of the historical stock exercise behavior of its employees, among other
relevant factors, and determined that the best estimate of the stock options’ expected term granted in 2004 was 4
years, compared to our previous expected term estimate of 5 years. Additionally, Corning used a 10-year mean
reversion analysis, as allowed by SFAS 123, to determine the volatility assumption also used to estimate the fair
value of options granted in 2004. Prior to 2004, Corning used historical trailing volatility for a period equal to
the expected term of our stock options. Corning believes a mean reversion analysis provides a better estimate of
future volatility expectations.

The lattice-based valuation model, used to estimate the fair values of option and restricted stock grants after
November 30, 2005, incorporates the assumptions (including ranges of assumptions) noted in the table below.
Expected volatility is based on the blended short-term volatility (the arithmetic average of the implied volatility
and the short-term historical volatility), long-term historical volatility of Corning’s stock, and other factors.

Corning also uscs historical data to estimate future option exercise and employec termination within the valuation
model. Separate groups of employees that have similar historical exercise behavior are considered separately for
valuation purposes. The expected time to exercise of options granted is derived using a regression model and
represents the period of time that options granted are expected to be outstanding. The range given below results
from certain groups of employees exhibiting different behavior. The risk-free rates used in the lattice model are
derived from the U.S. Treasury yield curve in effect from the grant date to the option’s expiration date. Since
period-by-period calculations are employed in the lattice model, Corning uses risk-free rates that apply from one
period to the next, gencerally quarter to quarter. Such rates are typically referred to as “forward™ rates. Being
essentially marginal rates, forward rates both vary during the contractual term of the option and exhibit greater
variation than the yield curve from which they are derived.

The following inputs for the lattice-based valuation mode! were uscd for option grants under our Stock Option
Plans since December 2005:

2006 2005
Expected volatility 36-54% 37-53%
Weighted-average volatility 50-53% 49%
Expected dividends 0 0
Risk-free rate 04-11.2%  1.0-97%
Average risk-free rate 4.6-5.3% 4.7%
Expected time to exercise (in years) 2.6-6.5 2.5-3.6
Pre-vesting departure rate 1.5-2.4% 3%
Post vesting departure rate 3.8-7.1% 10-16%
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18. Share-based Compensation (continued)
Incentive Stock Plans

The Corning Incentive Stock Plan permits stock grants, either determined by specific performance goals or issued
directly, in most instances, subject to the possibility of forfeiture and without cash consideration. Shares under
the Incentive Stock Plan are generally granted at-the-money, contingently vest over a period of 1 to 10 years, and
have contractual lives of 1 to 10 years.

The fair value of each restricted stock grant under the Incentive Stock Plans was estimated on the date of grant for
performance based grants assuming that performance goals will be achieved. The expected term for grants under
the Incentive Stock Plans is 1 to 10 years.

Time-Based Restricted Stock:

Time-based restricted stock is issued by the Company on a discretionary basis, and is payable in shares of the
Company’s common stock upon vesting. The fair value is based on the market price of the Company’s stock on the
grant date. Compensation cost is recognized over the requisite vesting period and adjusted for actual forfeitures
before vesting. '

The following table represents a summary of the status of the Company’s n(.)nvested time-based restricted stock as
of December 31, 2005, and changes during the year ended December 31, 2006:

Weighted-Average

Grant-Date
Nonvested shares Shares (000°s) Fair Value
Nonvested shares at December 31, 2005 861 $11.86
Granted 192 24.07
Vested | ) (212) ' 10.54
Forfeited (24) 18.41
Nonvested shares at December 31, 2006 817 . $14.88

As of December 31, 2006, there was approximately $5 million of unrecognized compensation cost related to
nonvested time-based restricted stock compensation arrangements granted under the Plan. The cost is expected to
be recognized over a weighted-average period of 2,93 years. The total fair value of time-based restricted stock that
vested during the years ended December 31, 2006, 2005, and 2004 was approximately $2 million, $3 million, and
$2 million, respectively. Compensation cost related to time-based restricted stock was approximately $3 million,
$2 million, and $2 million for the years ended December 31, 2006, 2005, and 2004, respectively.

Performance-Based Restricted Stock:

Performance-based restricted stock is earned upon the achievement of certain targets, and is payable in shares
of the Company’s common stock upon vesting typically over a three-year period. The fair value is based on the
market price of the Company’s stock on the grant date and assumes that the target payout level will be achieved.
Compensation cost is recognized over the requisite vesting period and adjusted for actual forfeitures before vesting.
During the performance period, compensation cost may be adjusted based on changes in the expected outcome of
the performance-related target.
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18. Share-based Compensation (centinued)

The following table represents a summary of the status of the Company’s nonvested performance-based restricted
stock units as of December 31, 2005, and changes during the ycar ended December 31, 2006:

Weighted-Average

) Grant-Date
Nonvested shares Shares (000’s) Fair Valuc
Nonvested shares at December 31, 2003 6,718 $i4.33
Granted 2,922 17.79
Vested _ (765) 1208
Forfeited (146) - 13.95
Nonvested shares at December 31, 2006 8,729 $15.70

As of December 31, 2006, there was approximately $87 million of unrecognized compensation cost related to
nonvested performance-based restricted stock compensation arrangements granted under the Plan. The cost is
expected to be recognized over a weighted-average period of 2.25 years. The total fair value of performance-
based restricted stock that vested during the year ended December 31, 2006, was approximately $9 million, and
no performance-based restricted stock vested during years ended December 31, 2005 and 2004, respectively.
Compensation cost related to performance-based restricted stock was approximately $43 million, $35 million, and
$9 million for the years ended December 31, 2006, 2005, and 2004, respectively.

Worldwide Employee Stock Purchase Plan

In addition to the Stock Option Plan and Incentive Stock Plans, we have a Worldwide Employee Sharc Purchase
Plan (WESPP). Under the WESPP, substantially all employees can elect to have up to 10% of their annual wages
withheld to purchase our common stock. The purchase price of the stock was 85% of the lower of the beginning-
of-quarter or end-of-quarter closing market price through September 30, 2006. Effective October 1, 2006, the
purchase price of the stock is 85% of the end-of-quarter closing market price. For the year ended December 31,
2006, approximately $5 million of compensation cost related to the WESPP was recorded, and there was zero
expense for years ended December 31, 2005 and 2004, respectively. For the year ended December 31, 2006,
approximately 1.0 million shares were purchased by employees.

19. Operating Segments

Corning conducts its worldwide operations through operating segments, which are defined as components of an
enterprise about which separate financial information is available that is evaluated regularly by the chief operating
decision maker, or decision making group, in deciding how to allocate resources and in assessing performance.
Our Chief Operating Decision Making group {CODM) is comprised of the president and chief executive officer,
vice chairman and chief financial officer, chief operating officer, executive vice president-chief administrative
officer, executive vice president-chief technology officer, and senior vice president and operations chief of staff.

We prepared the financial results for our reportable segments on a basis that is consistent with the manner in which
we internally disaggregate financial information to assist in making internal operating decisions. We include the
carnings of equity affiliates that are closely associated with our operating segments in the respective ségment’s
net income. Segment net income may not be consistent with measures used by other companies. The accounting
policies of our reportable segments are the same as those applied in the consolidated financial statements. Revenue
attributed to geographic areas is based on the location of the customer.
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19. Operating Segments {continued)

On January 1, 2006, Corning changed its measurement of segment profit or loss for the following items:

We removed the net impact of financing costs, such as interest expense on debt instruments and interest costs
associated with benefit plans, from reportable segments and included these amounts in Corporate unallocated
gxpense.

We changed the allocation method for taxes to more closely reflect the company’s current tax position.

We removed the impact of non-cash stock compensation expense from reportable segments and included this
amount in Corporate unallocated expense.

We removed the allocation of exploratory research, development and engineering expense from the reportable
segments and included these amounts in Corporate unallocated expense.

We changed certain other expense allocation methods for Corporate functions.

Our reportable operating segments follow:

Display Technologies - manufactures liquid crystal display glass for flat panel displays;

Telecommunications - manufactures optical fiber and cable and hardware and equipment components for the
telecommunications industry;

Environmental Technologies - manufactures ceramic substrates and filters for automobile and diesel
applications; and -

Life Sciences - manufactures glass and plastic consumables for scientific applications.

The Environmental Technologies reportable segment is an aggregation of our Automotive and Diesel operating
segments, as these two segments share similar economic characteristics, products, customer types, production
processes and distribution methods.

All other operating segments that do not meet the quantitative threshold for separate reporting have been grouped
as “Other Segments.”

The following provides historical segment information that has been revised to reflect the changes to segment
performance measurement as described above.
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19. Operating Segments (continued)

Segment Information (in millions)

Display Telecom- Environmental Life Other
Technologies  munications Technologies  Sciences  Segments Total

For the year ended December 31, 2006

Net sales §2,133 S 1,729 $ 615 $287 $ 410 $ 5174
Depreciation (1) 3§ 276 $ 157 $ 80 $ 20 $ 37 § 570
Amorlization of purchased intangibles $ 11 $ 11
Research, development and engineering expenses (2) $ 126 $ 82 $121 § 49 § 36 3 414
Restructuring. impairment and other charges and (credits) '

(before-tax and minority interest} (3) g 44 $ 6 $ 6 $ 56
Income tax provision S (117) $ (2D $ (5 5 1 $ 3y § (151
Earnings (loss) before minority interest and equity

eamnings (loss) (4) $ 1,052 ) 9 $ 8 $ (17 3 12 $ 1,064
Minority interests s (3] $ 4 5§ (1
Equity in earnings (loss) of affiliated companies (6) $ 565 ‘S 5 $ () § 39 $ 608
Net income (loss) $1.617 S 7 § 7 (7N $ 47 $ 1,661
lnvestment in affiliated companies, at equity $1,382 $ 17 § 30 $328 $ 1757
Segment assets (7) 54,752 £ 1,153 $ 844 $ 143 § 640 § 7,532
Capital expenditures $ 829 § 67 $ 146 § 21 § 22 $ 1,085
For the vear ended December 31, 2005
Net sales $1,742 $ 1,623 $ 580 $282 $ 352 $ 4,579
Depreciation (1) $ 185 $ 180 § 70 $ 20 $ 35 $ 490
Amortization of purchased imangibles ' § 13 § 13
Research, development and engineering expenses (2) $ 107 $ 76 $ 102 § 40 § 28 § 353
Restructuring, impairment and other charges and (credits)

{before-tax and minerity interest) (3) $ 4N $(16) $ (63
Income tax provision $ (122 8 (U 5 (5 $ (2 $ (3 5 (47
Earnings (loss) before minerity interest and equity

eamings (10ss) (4) $ 823 $§ ol $ 15 $ @) $ 19 $ 914
Minority interests ) 2 s (9 S (7
Equity in earnings (loss) of affiliated companies (§) $ 416 ) 5 $(76) § 345
Net income {1055} $ 1,239 $ 68 $ 15 $ @) $(66) S 1,252
Investment in affiliated companies, at equity $ 860 $ 1 $ 31 $ 296 $ 1,198
Segment assets (7) $3,626 $ 1,153 $ 726 $137 $573 $ 6,215
Capital expenditures $ 1,250 § 43 $171 3 17 $ 25 $ 1,506
For the year ended December 31, 2004
Net sales $1,113 $ 1,539 $ 548 $304 $ 350 § 3,854
Depreciation(1) s 129 $ 209 $ 63 § 20 $ 51 § 472
Amortization of purchased intangibles 5 37 8 WM
Research, development and engineering expenses (2) s 70 ] 69 $ 76 $ 27 $ 32 $ 274
Restructuring, impairment and other charges and (credits)

{before-tax and minority intetest) (3) $ 1,798 $ © $ 1,792
Income tax (provision) benefit S an § (25 S (40) S (30 $ 12 $ (154)
Earnings (loss) before minority interest and equity

earnings (loss) (4 § 429 $(1.84%) $ 20 g 16 §(23)  $(1401)
Minority interests () 8 2 $(18) § (16)
Equity in carnings {loss} of affiliated companies (6) § 7288 5 (33) § 1 § 72 § 328
Income (loss) from conlinuing operations 717 ${1,814) $ 21 $ 16 § 30 $ (1,090}
Discontinued operations $ 20 § 2
Net income {10ss) $ 717 $ (1,874) s 21 $ 16 $ 50 $(1,070)
Investment in affiliated companies. at equity % 582 5 23 $ 3 $ 441 $ 1,077
Segment assets (7) $2470 § 1,341 § 587 $123 $724 $ 5245
Capital expenditures 3 640 $ 32 5124 § 1 $ 26 $ 833
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19. Operating Segments (continued)

(I} Depreciation expense for Corning’s reportable segments includes an allocation of depreciation of corporate property not
specifically identifiable to a segment.

{2}  Research, development, and engineering expenses includes direct project spending which is identifiable to a segment.

(3)  In 2006, restructuring, impairment and other charges and (credits) includes a charge of $44 million for certain assets in
our Telecommunications segment. In 2005, restructuring, impairment and other charges and (credits) includes a gain of
$84 million for the reversal of the cumulative translation account of a wholly-owned subsidiary that was substantially
liquidated. Amounts for 2005, also include a charge of $28 million for a restructuring plan in the Telecommunications
segment. I[n 2004, restructuring, impairment and other charges and (credits) includes a charge of $1,420 million to
impair our Telecommunications segment goodwill balance. Amounts for 2004 also include a charge of $350 million to
impair certain fixed assets of our Telecommunications segment.

(4)  Many of Corning’s administrative and staff functions are performed on a centralized basis. Where practicable, Corning
charges these expenses to segments based upon the extent to which each business uses a centralized function. Other staff
functions, such as corporate finance, human resources and legal are allocated to segments, primarily as a percentage of
sales.

(5)  Minority interests included the impact of the following restructuring, impairment, and other charges (credits):

+ In 2004, gains from the sale of assets of Corning Asahi Video (CAV) in excess of assumed salvage value of $17
million, and reversals of CAV severance reserves of $2 million.

(6)  Equity in carnings of affiliated companies, net of impairments includes the following restructuring and impairment
charges:
*  In2006, gains of $2 million related to impairments and other charges and credits for Samsung Corning is included
in other Segments.
*  In 2005, $106 million to reflect our share of Samsung Corning Co., Ltd.’s asset impairment charges.

*  In 2004, charges of $35 million to impair equity method investments in the Telecommunications segment to their
estimated fair value.
{7) Segment assets include inventory, accounts receivable, property and associated equity companies and cost
investments.,

For the year ended December 31, 2006, the following number of customers, which individually accounted for 10%
or more of each segment’s sales, represented the following concentration of segment sales:

* In the Display segment, three customers accounted for 64% of total segment sales.

¢ In the Telecommunications segment, two customers accounted for 25% of total segment sales.

¢ In the Environmental Technologies segment, three customers accounted for 72% of total segment sales.
¢ Inthe Life Sciences segment, one customer accounted for 43% of segment sales.

A significant amount of specialized manufacturing capacity for our Display Technologies segment is concentrated
in Asia. It is at least reasonably possible that the use of a facility located outside of an entity’s home country could
be disrupted. Due to the specialized nature of the assets, it would not be possible to find replacement capacity
quickly. Accordingly, loss of these facilities could produce a near-term severe impact to our display business and
the Company as a whole.
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19.

Operating Segments (continued)

A recongciliation of reportable segment net income (loss) to consolidated net income (loss) follows (in millions):

Years ended December 31,

2006 2005 2004
Net income (loss) of reportable segments $1,614 51,318 $ (1,120
Non-reportable segments 47 (66) 50
Unallocated amounts:’
Net financing costs (1) 1 (93) (164)
" Stock-based compensation expense (127) (£¥))] (11)
Exploratory research (89) (7 (68)
Corporate contributions 30) (24) (a7
Equity in earnings of affiliated companies, net of impairments (2) as2 266 127
Asbestos settlement (3) 2 (218) (65)
Other corporate items (4) 85 (484) (963)
Net income (loss) $1,855 $ 585 $ (2,231)

M

@

(3}

@)

Net financing costs include interest expense, interest income, and interest costs and investment gains associated with
benefit plans.

Equity in earnings of affiliated companies, net of impairments represents equity in carnings of Dow Corning Corporation
which includes the following items:

. In 2006, a $33 million gain representing our share of a tax settlement rclating to an IRS examination at Dow
Corning.

. In 2005, a gain of $11 million which represents our share of Dow Corning’s gain on the issuance of subsidiary
stock. ‘

. In 2004, charges of $21 million which represents our share of Dow Corning’s charges related to restructuring
actions and adjustments to interest liabilities recorded on its emergence from bankruptey.

In 2006, 2005 and 2004, the asbestos settlement includes a gain of $24 million, and charges of $197 million and $33
million, respectively, to reflect the movement in Corning’s common stock price in cach year and $22 million, $21
million and $32 million, respectively, to adjust the estimated fair value of the other components of the proposed asbestos
settlement. See Note 8 (Investments) to the consolidated financial statements.

Other corporate items include the tax impact of the unallocated amounts and the following significant items:
. 1n 2006, tax benefits of $83 million from the release of valuation allowances for certain foreign locations.

. In 2005, an impairment charge of $25 million for the other-than-temporary decline in our investment in Avanex
below its cost basis; a loss of $16 million associated with the redemption or retirement of debt; a net $443 million
charge to tax expense which included a $525 million increase to our valuation allowance against deferred tax assets
resulting from our conclusion that the sale of an appreciated asset no longer met the criteria established by SFAS
No. 109, “Accounting for Income Taxes” (SFAS No. 109} for a viable tax planning strategy offsct by an $82 million
credit to tax expense primarily related to the tax impact of eliminating the minimum pension liability associated
with our domestic defined benefit plan.

. In2004,a %992 million charge to tax expense as a result of the company’'s decision to provide a valuation allowance
against a significant portion of its deferred tax assets and a loss of $36 million associated with the retirement of
significant portion of Corning’s long-term debt.
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19.  Operating Segments (continued)

A reconciliation of reportable scgment net assets to consolidated net assets follows (in millions):

Years ended December 31,

- 2006 2005 2004
Total assets of reportable segments 3 6,892 $ 5.642 34,521
Non-rcportable segments 640 573 724
Unallocated amounts: -
Current assets (1) ‘ 3,422 2,682 2,171
Investments (2) . 765 531 433
Property, net (3) ' : 794 836 886
Other non-current asscts (4) 552 943 1,035

Total assets . $13,065 $11,207 $9,770

(1) Includes current corporate asscts, primarily cash, short-term investments and deferred taxes.

(2)  Represents corporate investments in affiliated companics, at both cost and equity (primarity Dow Corning

Corporation).
(3 Represents corporate property not specifically identifiable 10 an operating segment,
(4)  Includes non-current corporate assets, pension assets and deferred taxes.

187




QUARTERLY OPERATING RESU LTS
(unaudited)

(In millions, except per share amounts)

First Second Third Fourth Total
2006 Quarter  Quarter Quarter Quarter Year
Net sales $1,262 $1,261 $ 1,282 $ 1,369 $5,174
Gross margin $ 573 $ 541 $ 566 $ 603 $2,283
Restructuring, impairment and other charges $ 6 $ 5 $ 2 $ 41 $ 54
Ashestos settlement charges (credits) $ 185 $ (61) $ 13 $ (139) $ @
Income from continuing operations before
income taxes, minority interests and equity
earnings $ 56 $ 283 $ 245 $ 37 $ 961
Benefit (provision) for income taxes 2 (24 33) (55)
Minority interests (1) (D (6) Q) (11)
Equity in earnings of affiliated companies, net
of impairments 200 256 232 272 960
Net income $ 257 $ 514 $ 438 $ 646 $1,855
Basic earnings per common share $ 0.17 $ 0.33 $ 028 $ 042 $ 1.20
Diluted earnings per common share $ 0.16 $ 0.32 $ 027 $§ 041 $ 116
First Second Third Fourth Total
2005 Quarter Quarter Quarter Quarter Year
Net sales $1,050 $1,141 $ 1,188 $ 1,200 $4,579
Gross margin $ 429 $ 483 $ 545 $ 527 $1,984
Restructuring, impairment and other charges
and (credits) $ 19 $ $ 28 . % (8H $ (38)
Asbestos settlement (credits) charges $ (12) $ 143 § 73 § 14 $ 218
Income from continuing operations before
income taxes, minority interests and equity
earnings $ 101 $ 38 $ 156 g 264 § 559
Provision for income taxes (19) (44) (28) (487) (578)
Minority interests (N (3) (2) 1 (7
Equity in carnings of affiliated companies, net
of impairments 169 176 77 189 611
Net income (loss) $ 250 $ 165 $ 203 5 (33) $ 585
Basic earnings (loss) per common share $ 018 g 011 § 0.14 $ (0.02) $ 040
Diluted earnings (loss) per common share $ 017 $ 0.11 $ 0.13 $ (0.02) $ 0.38




CORPORATE VALUES

Corning’s Values provide an unchanging moral and ethical
compass that guides the actions of everyone in the company.
The corporate values are: Quality, Integrity, Performance,
Leadership, Innovation, Independence and The Individual.

TOTAL QUALITY

It is the policy of Corning Incorporated to achieve Total
Quality through Performance Excellence. Performance
Excellence is Quality in Action — Values, Execution and
Improvement. This means each of us, individually and in
teams, will understand, anticipate and surpass the expectations
of customers and markets without error, on time, every time.

CORNING INCORPORATED ENVIRONMENTAL POLICY

Corning Incorporated is committed to protecting the
environment through continuous improvement of cur
processes, products and services.

We achieve this by:
— Complying with and striving to meet or exceed all applicable
laws, regulatons, and company standards
~— Maintaining Environmental Management Systems
which include:
- Assuring policy implementation
— Establishing goals and targets
- Conducting environmental audits and progress reviews
- Communicating the policy
— Promoting measures to reduce the amount or impact of:
— Air emissions
— Water usage
— Wastewater discharge
- Waste disposal
— Energy usage
— Implementing the reuse or recycling of waste materials
— Promoting environmental awareness
— Encouraging the use of environmentally friendly
technologies and materials in our research, development,
and engineering processes

In summary, Corning is committed to operating in an
environmentally responsible manner,

CORNING INCORPORATED FOUNDATION

Corning Incorporated Foundation was established in 1952
to administer the charitable contributions of Corning
Incorporated. Grants to communities in which Corning
operates account for a significant portion of the Foundation’s
investments. Typical recipients are performing arts
organizations, public school systems, libraries, hospitals
and other institutions which promote the quality of life in
locations where we operate. Employee giving is encouraged
by the Foundation through its Matching Gifts Program. A
Foundation Report of Activities is available to shareholders
upon written request to Ms. Denise A. Hauselt, Secretary and
Assistant General Counsel, Coming Incorporated, HQ-02-
E2A14A, Corning, NY 14831,




ANNUAL MEETING

T'he annual meeting of shareholders will be held on Thursday,
April 26, 2007, in Corning, NY. A formal notice of the
meeting together with a proxy statement will be mailed
to shareholders on or about March 13, 2007, The proxy
statement can also be accessed electronically through the
Investor Relations category of the Corning home page
on the Internet at www.corning.com. A summary report
of the proceedings at the annual meeting will be available
without charge upon written request to Ms. Denise A.
Hauselt, Secretary and Assistant General Counsel, Corning
Incorporated, HQ-E2-10, Corning, NY 1483 1.

ADDITIONAL INFORMATION

A copy of Coming’s 2006 Annual Report on Form 10-K filed
with the Securities and Exchange Commission is available
without charge to shareholders upon written request to Ms.
Denise A. Hauselt, Secretary and Assistant General Counsel,
Corning Incorporated, HQ-E2-10, Corning, NY 14831. The
Annual Report, proxy statement, Form 10-K, Form 10-Q and
other information can also be accessed electronically through
the Investor Relations category of the Corning home page on
the Internet at www.corning.com.

INVESTOR INFORMATION

Investment analysts and investors who need additional
information may contact Mr. Kenneth C. Sofio, Division
Vice President, Investor Relations, Corning Incorporated,
HQ-E2-25, Corning, NY 14831; Telephone 607.974.9000

COMMON S5TOCK

Corning Incorporated common stock is listed on the New
York Stock Exchange and the SWX Swiss Exchange.
In addition, it is traded on the Boston, Midwest, Pacific
and Philadelphia stock exchanges. Common stock options
are traded on the Chicago Board Options Exchange. The
abbreviated ticker symbaol for Corning Incorporated is
“GLW.”

TRANSFER AGENT AND REGISTRAR

Computershare Investor Services LLC

250 Royall Street, Mail Stop 1A

Canton, MA 02021

"I'elephone: 800.255.0461

Website: www.computershare.com/contactus

INDEPENDENT AUDITORS

PricewaterhouseCoopers LLP
300 Madison Ave.
New York, NY 10017

EXECUTIVE CERTIFICATIONS

Corning submitted its 2006 Annual CEQ Certification
to NYSE on compliance with NYSE corporate governance
listing standards, and filed with SEC its Sarbanes Oxley Act
302 Certifications as exhibits to its most recent Form 10-K.

“SAFE HARBOR” STATEMENT UNDER THE PRIVATE
SECURITIES LITIGATION REFORM ACT OF 1995

The statements in this Annual Report that are not historical
facts or information arc forward-looking statements. These
forward-looking statements involve risks and uncertainties that
may cause the outcome to be materially different. Such risks
and uncertainties include, but are not limited to:

— global economic and political conditions,

— tariffs, import duties and currency fluctuations,

— product demand and industry capacity,

— competitive products and pricing,

— sufficiency of manufacturing capacity and efficiencies,

— availability and costs of critical components and materials,

— new product development and commercialization,

— order activity and demand from major customers

— fluctuations in capital spending by customers

— disruptions in commercial activities due to terrorist
activity, armed conflict, political instability or major health
concerns,

— facility expansions and new plant start-up costs,

— effect of regulatory or legal developments,

— adequacy and availability of insurance,

— capital resource and cash flow activities,

— ability to pace capital spending to customer demand,

— credit rating and ability to obtain financing and capital,

— financial risk management,

— capital spending,

— equity company activides,

— interest costs,

— restructuring, goodwill and intangible asset
impairment charges,

— acquisition and divestiture activites,

— rate of technology change,

— level of excess or obsolete inventory,

— ability to enforce patents,

— adverse litigation,

— product, materials and components performance issues,

— stock price fluctuations,

— rate of substitution by end-users purchasing 1.CDs,

— downturn in demand for LCD glass substrates,

— customer ability to maintain profitable operations and
obtain financing to fund expansions,

— fluctuations in supply chain inventory level,

— movements in foreign exchange rates, and

— other risks detailed in Corning’s SEC filings.

Neither this report nor any statement contained herein
is furnished in connection with any offering of securities
or for the purpose of promoting or influencing the sale of
securities.

TRADEMARKS

"The following trademarks of Corning Incorporated appear in
this report: Corning, EAGLE XG, Epic.

Corning is an equal opportunity employer.

Printed in USA
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